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EXECUTIVE SulvlMARY 

Candace Coleman testifies that: 

EPCOR Water Arizona Inc. (“EWAZ” or “Companfy) qualifies for a SIB for its 

Mohave, Paradise Valley, and Sun City districts based on the SIB eligibility requirements 

established by Commission. A SIB is intended to benefit the ratepayer by reducing the rate 

shock typically seen due to the frequency and processing time of rate cases. The Company 

has no intention of replacing assets that are not in need of replacement due to an increase in 
, 

failures and repairs. 
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INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE 

NUMBER. 

My name is Candace Coleman. My business address is 2355 W. Pinnacle Peak Road, 

Suite 300, Phoenix, Arizona 85027, and my business phone is (623) 445-2498. 

ARE YOU THE S A M E  CANDACE COLEMAN WHO PROVIDED DIRECT 

TESTIMONY IN THIS MATTER? 

Yes. 

PURPOSE OF TESTIMONY 

PLEASE DESCRIBE THE PURPOSE OF YOUR REBUTTAL TESTIMONY. 

The primary purpose of my testimony is to respond to the direct testimony of Mr. Robert 

Mease and Mr. Frank W. Radigan on behalf of the Residential Utility Consumer Office 

(“RUCO)’) and the direct testimony of Mr. John S. Thornton, Jr. on behalf of the 

Sanctuary Camelback Mountain Resort & Spa, JW Marriott Camelback Inn, and Omni 

Scottsdale Resort & Spa at Montelucia (“The Resorts”) on the issue of the Company’s 

proposed System Improvement Benefit (“SIB”) Mechanism. 

RESPONSE TO INTERVENORS 

PLEASE DESCRIBE GENERALLY THE INFORMATION SUBMITTED IN 

SUPPORT OF THE COMPANY’S REQUEST FOR A SIB. 

For each district, Paradise Valley Water, Mohave Water, and Sun City Water, a detailed 

engineering report was submitted in support of a SIB. These reports contained an 

investigation and analysis of the condition of the distribution system assets and a 

justification for each SIB project. 
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WAS THIS INFORMATION REVIEWED BY THE ARIZONA CORPORATION 

COMMISSION STAFF (“ACC STAFF”)? 

Yes. 

WAS T€E INFORMATION PROVIDED CONSISTENT WITH PRIOR 

ARIZONA CORPORATION COIWMISSION (“COMMISSIONn) DECISIONS 

APPROVING A SIB? 

Yes. 

WHAT DID ACC STAFT CONCLUDE REGARDING A SIB? 

ACC Staff, based on its review of all of the information submitted by the Company, 

concluded that implementing SIB mechanisms in the Paradise Valley Water, Mohave 

Water, and Sun City Water districts is reasonable and appropriate. 

1. Response to RUCO 

MR. MEASE, ON BEHALF ORRUCO, RECOMMENDS THAT THE 

COMMISSION REJECT THE COMPANY’S REQUEST FOR A SIB 

MECHANISM FOR ANY OF THE COMPANY’S WATER DISTRICTS. ON 

WHAT BASIS DOES MR. MEASE OBJECT TO THE SIB? 

Mi. Mease opposes the SIB mechanism for the following reasons: (1) in his opinion the 

SIB inappropriately shifts risk from the Company to the ratepayer without adequate 

fjnancial compensation to the ratepayer; (2) the SIB is not an adjustor mechanism; (3) the 

SIB will increase the Company’s fair value rate base without any determination of fair 

value; (4) the Company has not requested interim rates; (5) the SIB is not in the public 

interest; (6) individual circumstances of the case; and (7) the Company does not set aside 

depreciation expense. 
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M R .  MEASE CLAIMS A SIB SEUF’TS RISK FROM THE COMPANY TO THE 

RATEPAYER WITHOUT ADEQUATE FINANCIAL COMPENSATION TO THE 

RATEPAYER. PLEASE COMMENT. 

A SIB actually reduces risk for the ratepayer. The reduction in regulatory lag benefits the 

ratepayer as it reduces larger increases typically implemented through a regular rate case. 

Additionally, replacement of high risk assets, those with potential for failure, reduces the 

potential for emergency replacements, which tend to cost much more than systematic 

replacements. 

HOW DO YOU RESPOND TO MR. MEASE’S ARGUMENT THAT A SIB IS 

NOT AN ADJUSTOR MECHANZSM? 

I am not an attorney, but I do note that the Commission has approved a SIB mechanism 

for several other water and wastewater companies, including EPCOR Water’s Chaparral 

City Wafer Company in Decision No. 74568, Liberty Water’s Litchfield Park Water and 

Wastewater in Decision No. 74437, and Arizona Water’s Eastern Group in Decision No. 

73 93 8. 

MR. MEASE ARGUES A SIB WOULD INCREASE TEE COMPANY’S FAIR 

VALUE RATE BASE WITHOUT DETERMINATION OF FAIR VALUE. WHAT 

IS TI-IE COMPANY’S RESPONSE TO THI;S CLAIM.? 

The SIB Surcharge Request Filing Requirements delineated in the Chaparral City Water 

Company’s decision authorizing a SIB mechanism contemplate the provision of 

d c i e n t  information to enable the Commission to conduct a fair value analysis. The 

requirements of the SIB surcharge requests are the following: 

1. All SIB surcharge requests must include the most current balance sheet at the time 

of the filing; 

2. Its most current income statement; 

i366471-1 



- 
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

- 12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
A 

EPCOR Water Arizona, Inc. 
Rebuttal Testimony of Candace Coleman, P.E. 
Docket No. WS-01303A-14-0010 

Page 4 of 12 

366471-1 

3. An earnings test schedule; 

4. A rate review schedule (including the incrementaI pro forma effects of the 

proposed increase); 

5. A revenue requirement calculation; 

6.  A surcharge calculation; 

7. An adjusted rate base schedule; 

8. A CWlP ledger (for each project showing accumulation of charges by month and 

paid vendor invoices); 

9. Excel schedules with formulae intact supporting the revenue requirements 

approved in this Decision and the same Excel schedules incorporating the effects 

of SIB-eligible plant for the current SIB surcharge request and any previously 

approved surcharge and true-up requests; and 

10. A typical residential bill analysis showing the effect of the SIB surcharge. 

1 1. The company must also provide current bill determinants. 

These are the same requirements that the Company intends to follow if the Commission 

approves its request for SIB mechanisms for its Paradise Valley Water, Sun City Water 

and Mohave Water districts. Based on these requirements, a fair value analysis will be 

conducted, contrary to Mr. Mease’s concern. 

MR. MEASE CLAIMS TBE SIB DOES NOT COMPENSATE RATEPAYERS 

FOR REDUCTIONS IN O&M EXPENSES OR TAKE INTO CONSIDERATION 

ADDITIONAL REVENUES GENERATED FROM A SIB. PLEASE RESPOND. 

O&M expenses fluctuate continually for a variety of reasons. It would be impossible to 

quantify what these O&M expenses would be as they are neither known nor measurable. 

Furthermore, the additional revenue that a SIB surcharge will generate is intended to 

compensate the Company with a return on and a return of its net investment in S B -  
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2. 

9. 

Q. 
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eligible infhstructure but only after the investment is in service and providing a benefit to 

the Company’s customers. The SIB mechanism is intended to ensure the replacement of 

high risk and aging infrastructure which, if not addressed in the present, has the likely 

potential to become a very expensive and cumbersome problem to both the Company and 

to customers in the future. If reductions in O&M expenses do occur, the Commission will 

have sufficient information in the SIB Surcharge request filing to make a determination if 

some additional adjustment is necessary. However, the SIB mechanism includes an 

Efficiency Credit which is included to account for an improvement in O&M efficiency 

and automatically returns five percent of the SIB surcharge back to the customers 

whether O&M reductions &e. efficiencies) are realized or not. This Efficiency Credit 

provides a reduction to customers that transfers the risk that efficiencies will materialize 

onto the Company. 

MR. MEASE CLAIMS THAT THE SIB DOES NOT CONSIDER SYSTEM 

GROWTH THAT PRODUCES ADDITIONAL INCOME. WHAT IS THE 

COMPANY’S RESPONSE? 

This allegation is not true. The SIB Surcharge request filing requires the Company to file 

updated billing determinants over which to spread the SIB revenue requirement. It is not 

necessary for the Company’s growth to be considered a factor in the relevance of a SIB. 

As with post-test year plant additions that are revenue neutral, the assets that are subject 

to replacement and recovery pursuant to a SIB mechanism are intended to provide safe 

and reliable water service to existing customers. However, as the system grows, as 

demonstrated through the billing determinants required with the filing, the SIB-related 

revenue requirement can be spread over that growth. 

MR. MEASE ARGUES THAT TRE SIB CREATES A DISINCENTIVE FOR THJ3 

COMPANY TO OPERATE THE SYSTEM EFFICIENTLY. DO YOU AGREE? 
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No. On the contrary, a SIB allows tbe Company to operate more efficiently. Company 

time is better spent operating the system as opposed to responding to emergency breaks 

and repairs. Furthermore, planned replacement projects (like those in the SIB) allow for 

better planning and coordination of labor and materials. 

HOW DO YOU RESPOND TO M R  MEASE’S CLAWIS THAT THE COMPANY 

DOES NOT QUALIFY FOR A SIB BASED ON REQUIREMENT 2 OF THE POA 

WHICH QUALIFlES AN ASSET FOR A SIB BASED ON ITS USEFUL SERVICE 

LIE”E AND ITS WORN OUT OR DETERIORATING CONDITION? 

All projects in the SIB were identified because their condition is known or strongly 

believed (based on actual data) to have failed or are at high risk for failure. The 

engineering justification for these projects does not necessarily consider an asset’s usefkl 

life as being its approved depreciation rate, but rather its actual condition. For example, if 

a pipe has no history of breaking, it may remain In service for 100 years, even if it has a 

depreciable life of only 50 years. 

DO YOU AGREE WITH M R .  MEASE CLAIMS THAT THE THIRD SIB 

ELIGIBILITY CRITERIA IN THE POA IS A CATCH ALL AND CAN BE USED 

TO JUSTIFY REPLACEMENT OF ANY ASSET INCLUDING OFFICE 

FURNITURE. PLEASE COMMENT. 

No. Replacement of every single asset included in a SIB is scrutinized for validity by 

ACC SW.  The POA clearly states that only specific NARUC accounts can be included 

in the SIB. SIB Eligible NARUC accounts are: . NARUC Account NO. 309 - Supply Mains 

a NARUC Account No. 331 - Transmission and Distribution Mains 

m NARUC Account No. 333 - Services 

. NARUC Account No. 334 - Meters and Meter Installations 
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’ NARUC Account NO. 335 -Hydrants . NARUC Account No. 360 - Collection Mains (Forced) 

. NARUC Account No. 361 - Collection Mains (G-ravity) 

. NARUC Account No. 363 - Services, Manholes, Clean-outs 

There are no assets included in the Company’s SIB that do not fall under one of these 

NARUC accounts. In fact, Mr. Mease confirms this on page 1 1 of his testimony. 

DO YOU AGREE WITH M R .  MEASE’S CLAIM THAT THE COMPANY’S SIB 

PROPOSAL FAILS TO MEET TEE CRITERIA IN ITS POA? 

No. Each asset identified for the SIB is eligible for the SIB according to at least one of 

the three criteria, which lare: 

1. 

2. 

Water loss greater than 1 O%, 

Assets have been in service beyond their useful service lives (based on authorized 

depreciation rates) and are deteriorating by no fault of the Company, 

Other engineering, operational, or financial reason (other than negligence or 

improper maintenance) such as documented increase in fdures/repaks, or 

Assets that must be moved, replaced, or abandoned mandated by a government 

agency. 

3. 

4. 

Qualifying factors are detailed in each district’s SIB Engineering Report. 

DO YOU HAVE A RESPONSE FOR CONCERNS NOTED BY M R .  MEASE 

ABOUT ACCUMULATED DEPRECLATION? 

No. My expertise is in engineering, not accounting. Please see the rebuttal testimony of 

Company Witness Ms. Hubbard regarding Mr. Mease’s concerns about Accumulated 

Depreciation and the SIB mechanism. 

DO YOU HAVE A RESPONSE FOR CONCERNS ABOUT TIIE COMPANY’S 

GOOD FINANCIAL STANDING? 

5366471-1 
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No. My expertise is in engineering, not finance. Please see the rebuttal testimony of 

Company witness Ms. Hubbard regarding good financial standing and the SIB 

mechanism. 

MR. MEASE CONTINUES TO MAKE AN ISSUE OF YOUR TESTIMONY IN 

TRE CHAPARRAL CITY WATER COMPANY RATE CASE ABOUT THE 

COMPANY’S ABILITY TO CONTINUE TO PROVIDE SAFE AMD RELIABLE 

WATER SERVICE WITHOUT A SIB. HOW DO YOU RESPOND? 

While the Company can and will continue to replace failing assets with or without a SIB, 

we believe a SIB is beneficid to our customers and the Company. A SIB mechanism will 

reduce rate shock to the customer and it incentivizes the Company to replace high risk 

assets before they fail; the failure to do this makes repair and replacement costs more 

costly and inefficient, causes more water outages and ultimately is a detriment to .the 

service provided to customers. 

M R  RADIGAN, ON BEHALF OF RUCO, INDICATES IN HIS TESTIMONY 

THAT THE SIB PROWES AN INclENTnzE TO REPLACE ELIGIBLE PLANT 

ITEMS PREMATURELY. HOW DOES THE COMPANY RESPOND? 

All assets will need to be replaced eventually. However, the Company has no intention of 

replacing assets that are in good condition. Unfortunately, it is impossible to h o w  the 

exact condition of all buried assets. Therefore, the method for determining which assets 

to replace must vary between asset types. These are the general methods that were used to 

determine which assets of each type would be included in the SIB: 

1 - Mains should be replaced when they have a clear history of breaks and repairs. It is 

prudent to replace these mains to avoid the higher cost of many future repairs. 

366471-1 
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2. Valves should be replaced when they are found to be broken and/or inoperable. 

3. Services should be replaced when there have been frequent failures and consequent 

replacements of services with the same age, material, soil type, location, and any 

other pertinent condition or quality. 

4. Meters should be replaced when they do not read accurately. EPCOR has a meter 

testing program that ensures a reasonable number of meters fiom a meter route are 

tested for accuracy and these meters are only replaced if a significant number of 

meters are found to be inaccurate. 

MR. JkD1GA.N STATES THAT THE COMPANY KAS USED THE NESSIE 

CURVE AS JUSTIFICATION FOR PIPE REPLACEMENT AS OPPOSED TO 

PIPE CONITION ANALYSIS, AND TRAT THE EPA STATES THAT THE 

NESSIE CURVE IS INTENDED FOR USE POR LONG-TERM CAPITAL 

PLANNING. PLEASE RESPOND. 

Indeed the Nessie curve is intended for long-term planning, and it was used in the 

Company's engineering report to show that the Company must invest in aging 

infixstructure now in order to keep up with the rate at which infrastructure will fail; the 

Company should avoid waiting until failing infrastructure becomes a significant burden 

on the customers and the Company's financial health. The Nessie curve is not intended to 

justifj individual pipe replacements, nor was it used in this manner to justify SIB 

eligibility. The determination of which pipes need to be replaced was done through an 

investigation of pipes that had a history of breaks and were found, during subsequent 

repairs, to be in poor condition. 

366471-1 
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MR. RADIGAN STATES THAT REPLACING METERS INCREASES METER 

ACCURACY AND INCREASES REVENUE FOR THE COMPANY WITH NO 

BENEFTT TO TEE CUSTOMERS. WHAT rs THE COMPANY’S RESPONSE? 

Mr. Radigan’s comment suggests that it is normal practice for a company to knowingly 

give customers something for free. However, .this is not nomd practice in any industry. 

Improving meter accuracy allows the Company to operate more efficiently by reducing 

water loss, unnecessary water production, and energy and chemical use. 

2. ResDonse to Mr. Thornton on behalf of the Resorts 

MR THORNTON ALSO RECOMMENDS THAT THE COMMISSION NOT 

APPROVE A SIB FOR PARADISE VALLEY. FIE CLAIMS THAT ARIZONA 

WATER COMPANY RECEIVED A SIB BECAUSE THEY NEEDED 

FINANCIAL HELP, BUT THAT EPCOR IS IN GOOD FINANCIAL STANDING 

AM) THEREFORE DOES NOT NEED A SIB. HOW DOES TRE COMPANY 

FWSPOND? 

Qualification for a SIB has nothing to do with a company’s h c i a l  standing. A SIB is 

intended to provide timely rate relief for water utilities to systematically replace failing 

hfiastructure to avoid catastrophic failures in the future by implementing small and 

systematic rate increases that prevent rate shock to the customers. 

M R  THORNTON STATES THAT IF THE COMPANY’S INFRASTRUCTURE 

WAS FAILING, THIS WOULD BE APPARENT I N  HIGH WATER LOSS, 

WHfCH IS NOT THE CASE IN PARADISE VALLEY. HOW DO YOU 

RESPOND? 

Water loss is not the only indication of failing assets. For example, water main breaks 

tend to cause water to surface, alerting the Company to an immediate need for repair. An 
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Q. 

4. 

Q. 

A. 

Q. 

k 

Q. 

A. 

inoperable valve will not necessarily contribute to current water loss, but it will prevent 

the shut-down of mains during emergencies and routine maintenance. 

M R .  THORNTON STATES THAT YOU ARE UNCLEAR IN YOUR 

TESTIMONY m T J 3 E R  OR NOT THE NESSIE CURVE PREDICATIONS 

ARE LIMITED TO FULLY DEPRECIATED ASSETS. PLEASE CLARIFY. 

I stated in my direct testimony that the districts in which we are applying for a SlB 

“require investment in infimtmcture as many assets are nearing or have surpassed their 

useful lifetimes”. I had no intention of implying whether or not an asset is fully 

depreciated. Rather, I was making a statement about an asset’s physical lifetime; my 

intention was to say that an asset is not useful if it has physically failed. 

CAN YOU COMMENT ON M R  THORNTON’S CONCERN ABOUT 

ACCUMULATED DEPRECIATION? 

No, this is outside of my expertise. Please see the rebuttal testimony of Company witness 

Ms. Hubbard regarding Mr. Thornton’s concerns about Accumulated Depreciation and 

the SIB mechanism. 

CAN YOU COMMENT ON MR. THORNTON’S CONCERN ABOUT 

ACCUMULATED DEFERRED INCOME TAX? 

No, this is also outside of my expertise. Please see the rebuttal testimony of Company 

witness Ms. Hubbard regarding Mr. Thornton’s concerns about Accumulated Deferred 

Income Tax and the SIB mechanism. 

PLEASE COMMENT ON MR. THORNTON’S CONCERN THAT THE COST 

ESTIMATES DOUBLE COUNT LABOR AND OVERHEAD EXPENSES. 

The cost estimates were prepared to include all expenses related to the project. Labor 

included in these projects will not be charged as O&M but rather as capital expenditures 

5366471-1 
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related to each SIB project. Additionally, ACC S M  agreed to the format of these cost 

estimates, limiting overhead expenses to 10%' even if overhead expenses are typically 

more than 10%. 

166471-1 

MR. THORNTON STATES THAT THE RESORTS IN TITE PARADISE VALLEY 

WATER DISTRICT WOULD PREFER F'ULLY-LITIGATED CASES OPEN TO 

FWLL AND TRANSPARENT REMEW AND ANALYSIS RATHER THAN 

SMALLER INCREMENTS AUTOMATICALLY ADDED TO BILLS WITH 

MIMMAL NOTICE. WHAT IS YOUR RESPONSE? 

As an engineer, I am not involved in the notification process. As for the small increments 

that will be added to customers' bills, all SIB projects must be approved by the 

Commission both before they begin and afker they are complete. No rate increases are 

implemented "automaticallyyy. 

M R .  THORNTON IS CONCERNED THAT THE SIB TRUE-UP REMOVES RISK 

FROM T€3E COMPANY. CAN YOU COMMENT ON THIS? 

I am not an expert in financial risk. However, it may be worth pointing out that a true-up 

works both ways, and can also decrease the SIB surcharge. Any under- or over-collected 

SIB authorized revenues will be recovered or refunded, without interest, over a 12-month 

period by means of a SIB true-up surcharge or be-up credit. 

DOES TEUS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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EXECUTIVE SUMMARY 

nomas J. Bourassa testifies as follows: 

Ivlr- Bourassa reports on the results'of his s t  of service studies (G Schedules) for 
the Mohave Water District, Paradise Valley Water District, Sun City Water District, 
Tubac Water District and the Mohave Wastewater District. The cost of service study 
provides a s t ~ i n g  point for determining Gow proposed revenues should be allocated to 
the customer classes within each district (residential, commercial, irrigation, and other 
public authority) based on their respective costs of service. The cost of'service study 
results provides meaningful information in the dete&ation of rates for the customers of 
each district- 

Mr. Bourassa's testimony explains the monthly minimum and commodity rate for a 
c-f-omer. on-a 5/83/4 inch meter when the allocations for expenses and plant for the 
fimctions of demand, customef$%ietW ang services are included. He summarizes the cost 
of service resqlts. and recommends .the indicated monthly minimums and &gle-tier 
commodity rate; for each district 2nd their respective customer classes. 

Mr. BourassaaaIso'discusses the present and proposed rates portions of the 
HSchCdles. He explains the proposed rate hesigns for each district and the impact on 
customers. He compares b e  proposed rates to the results of his &st of service study. 
Generally, the Company's proposed monthly minimums ar,e less than the indicated 
monthly.minimu.ms and below actual cost for the monthly minimum. The prqposed lowe1 
tier commodity rates are discounted below the indicated Commodity cost of water. As Mr. 
Bourassa explains, inverted multi-tiered rate designs as proposed in this case encourage 
conservation but this goal should be balanced with revenue stability: If conservation i: 
actually achieved, 'usage will decline and it will .cause a substantial shortfall in t h e  
revenues the Company collects, which means it will be impossible to actually achieve t h e  
authorized.return. 
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Q- 

A- 

Q- 
A. 

. .  

Q. 

A. 

Q. 
A. 

INTRODUCTION, QUALIIFICATIONS, AND PURPOSE OF TESTIMONY 

PLEASE STATE YOUR NAMIE, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

WHAT rs YOUR PROFESSION AMI BACKGROUND? 

I am a Certified Public Accountant and am seIFemployed, providing consulting 

services to utility companies as well as general accounting semi& -I have a B.S. 

in Chemisfry and-Accounting fiom Northern Arizona University (1980) and an 

M.B-A-.with +.emphasis in Finance from the University of Phoenix cl991). 

- .  -.. . 

.. . 

COULD YOU’Bl$IEFLY SUIMIKUUZE . .  YOUR PRIOR WORK 

R~GULATORY EXPERIENCE? 
.-. 

J 

d 

yks:- Prior to becoming a private c_onsuItqn< I was employed <. . - by High-Ted. 

Institute, ~IC., and sery&,% contfoXer and chieffi&mciaI officer. Prior‘to working 

for High-Tech Institute, I worked as a dikision con&okr for the Apollo Group, 

Inc. Before joining the ApoIIo Group, I was employed at Kozoman & Kermode, 

CPAs. In that position, I prepared compiIations and other &te-up work for water 

and wastewater utilities, as well as tax returns. 

_- -. - . .  . .  ’-. - .  . . -  

-_ . -.. 4.. - i ?+:A 

. h.my private practice, I have prepared andor assisted in the preparation of 

severd water and wastewater utility rate applications before the Arizona 

Corporation Commission (“Commission”). 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying in this proceeding on behalf.of the EPCOR Water Arizona Inc- 

(“EWAZ” or the ‘cCompany’’) for d e  Mohave Water District, Paradise Valley 

Water Districf Sun City Water District, Tubac Water District, and Mohave 

Wastewater District. EWAZ is seeking increases in its rates and charges for water .-/ T 
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Q- 
A. 

DL 

Q- 
A- 

utility service and wastewater service in these certificated service areas. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

The purpose of my testimony is to report on the results of my cost of service 

studies, explain the H schedules and to explain the proposed rate designs for each 

district. 

.. .. . -. ?i 

COST OF SERVICE STUDY (G SCHEDULES) 
A. Backsound 

WHY DID THE.COMPANY PREPARE COST OF SERVICE STUDIES? 

,The cost of service studies provide a starting point for determining how proposed 

revenues should be allocated to the customer classes with in each district (e-g., 

. 'residential, commercial, irrigation, and other public authority) based on their 

*- . f ..respectiye - .., costs of service. These results provide . . .  meaningll information in the 

.hetenninatih of cost of service based &es. 

. -.. 
- .  

-. . .  

- .- 
:-A .. .- .. . .  . : . .  . Q- WHAT IS A COST OF SERVTCZ SfUDY?' . 

A- A cost of service study is an analysis of the adequacy of water revenues and 

revenue requirements to be met by the various classes of customers under both 

existing *and proposed rates. The study begins with an allocation of utility plan1 

and expenses into cost and asset functions that are then allocated to &toma 

classifications. The study attempts to trace the costs associated with meeting the 

customers' service requirements. Ideally, the revenues received fiom each 

customer class should equal the cost of providing service to that customer class 

The cost to provide service includes the operating and maintenance expenses anc 

the capital costs. Operating .and maintenance expenses include the costs 0: 

operating the system and the costs of maintaining system facilities and equipment 

2 

.̂  - .  



1 

2 

3 

4 

5 

' 6  

7 

8 

9 

10 

11 

12 

. ... . 13 

. 14 

15 

16 

17 

% .. .. 

18 

19 

20 

2 i  

22 

23 

24 

25 

26 

Q- 
A. 

Capital costs include investment-related cash requirements such as debt service, 

contributions to debt service reserves, and capital req&ements not financed by 

debt Capital costs also include depreciation expense and either a return on rate 

base (for-profit utilities) dr an operating margin (non-profit utilities). as well as 

incomes tax- and other taxes, if applicable. 

WHAT IS THE PURPOSE OF A COST OF SERVICE STUDY? 

Typically, the purpose of preparing a cost of service study is to offer guidance in 

setting rates to be charged for utility service. The basic premise in establishing 

rates for the various classes of customers that are both adequate and equitable is 

that rates should reflect the cost of providing utility service- Generally, regulators 

should set rates based on the cost of service. This assures that the cost of providing 

service is allocated equitably among customers and customer classes. Cost-based 

rates also send an appropriate price signal to customers because the amount paid\-- 

fo? service approximates the. cost to provide the service. In other words, subsidies 

between customers are minimhed. 

There are many factors at play when rate are set, and t&s may result in 

rates that are not adequate 'and/or equitable between the various classes of 

cukorners. Non-economic factors may be at play when rates are set. For example, 

the regulatory body may favor subsidizing one class of customers by s h i f i g  costs 

to other classes ofcustomers, or shiftiig revenues within one class of customers to 

subsidize members within that class. Lifeline or discounted rates, which are 

sometimes used to assist low-income customers inareas with high utility costs, are 

pnme examples of'subsidization of a class of customers by other customers. 

Ifpossible, lifeline rates should not apply to a whole customer class. If lifeline 

rates &e needed, they should be offered only to customers meeting some income 

test. 
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Q- 

A. 

Q: 
A. 

Another exampIe is rate- designs intended to encourage conservation. 

Conservation-based rates deviate from cost-of-service principles because larger 

water users pay more than their cost of service- Inverted-tier rates shift revenue 

recovery into the upper rate blocks in order to send a price signal to customers, 

regardless of the cost to serve those customers. This may be a desirable social 

policy, but these rates may also be regarded as unfair and discriminatory by larger 

water users on economic grounds. 
. .  

Thus, public policy may have a significant impact on rate design. 

The Commission shouId consider. the impact that these sorts of alternative rate 

designs have on other customers, and the degree that such approaches deviate fiom 

cost-based rates, which may result in inequities and, in extreme cks,''t%li6e 
c . .._. 

d4+-.'& . 

s 

customers to develop alternatives to service from the utility pedvidqr. In the enh; 

the god in setting new rates is for the Company to recover its revenue requirement. 

%?HAT METHOD OF COST ALLOCATION WAS USED IN THE 

. .  .. 

STUDIES? 

I used the Commodity Demand Method which is described A W A  Manual M1, 

'']Principles of Water Rates, Fees and Charges" published 2000 and prior editions 

of tlie manual- It is the method prescribed by Schedule G of the Commission filing 

requirements. The commodity demand method allocates each item of the cost of 

providing water service to the several cost functions - commodity, demand, which 

is further separated into customer, meter and services fimctions. These functional 

costs are then allocated to the several customer classifications served by the 

s y s tern.* 

HOW IS Tm COST OF SERVICE STUDY ORGANIZED? 

Each study used the test year revenue requirements developed by the Company in 

Schedules A through F and H- For each district, costs were allocated to each of the 
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cost functions described earlier. and then to the customer classifications. 

The cost of service study contains schedules G-l through G-9. The standard 

filing requirements call for Schedules G-1 through (3-7 and these schedules are 

included with my testimony. I have also included Schedules G-8 and G-9.’ 

Schedule G-8 shows cost based rate designs bbed on each district’s cost of service. 

Schedule G-9 shows the break-even point of the 5/8x3/4 inch residential customers 

(typically the largest custome5r-cIass withixi each district) under the Company 

proposed rates- I will fidher explain these two schedules later in ,my testimony. 

-.. I . . 

G Schedules with higher numbers (ie-, 5, 6 and 7) contain the allocation 

factors and actual ‘aIIocations to functions. These functions are then carried 

forward to the summaljr G* schedules 1, 2, 3 and 4, which allocate expenses and 

plant (by  function) to classes of customers. 
Y ._ . c 

I will use the -&lohave Water District study and the test period revenue 
. .-. 

requirements to describe each of the scheduiei-- I.wil1 b L  5 ’start my analysis using 

Schedule G-7 and end‘with Schedules G-2 and G-1. I will then describe Schs.dules 

G-8 and G-9. 

Q. 

A: 

BEFOIR1E YOU PROCEED, WHAT IS A “ ~ C T X O N ” ?  

Functions refer to the plant and the expenses needed to get the water 

(the commodity) from the source (well or surface. water) to the customer- 

The functions are commodity, demand, customer, services, and meters. 
. 

Commodity refers to the actual voIume of water delivered. The commodity 

hct ion is uied to derive the commodity rate or the rate charged per Unit of 

measurement, Le., 1,000 galIons of water. Demand refers to how the water system 

is sized to deliver the water, which is normally determined by total customers and 

i 

’ Schedules G-8 an& G-9 are excluded for MWWD. 
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fire flow requirements. Hence, the system is built to be able to deIiver Wate 

(the commodity) to customers, as well as the demand placed on the water systen 

when water is used to contain or fight a fire. 

Customer, service, and meter functions are also used to develop the month11 

minimum charged to each cIass of customer. The full cost of the demand hct ioI  

should also be included in the monthly minimum charge. However, the practice o 

Staff has been to allocate a portion of the demand function to both the commodiq 

rate and the monthIy minimum charge, and this has generally been adopted by tht 

Commission in my experience. 

Demand, customer, service and meter h c t i o n s  refer to the delivery of the 

water from the Company’s wells, surface sources or reservoirs through t h e  

transmission and distribution mains to the individual customer’s premises. 

The costs’ associated with demand, customer, service and meter ’functions are 

incurred whether the customer uses 1,000 .gallons or 1,000,000 gallons of water: 

each m o n ~  

Fire protection assets (e.g., hydrants) and expenses associated with fire 

protection, including depreciation, should be aIlocated to the customer function 

because fire protection generally benefits all customers on the system- This has 

been the Cpmiqission’s policy with regard to fire protection costs. 

WHAT TYPE OF COST OF SERVICE STUDY DID YOU PREPARE TO Q. 
* SU@PORT THlE PROPOSED RATES? 

A- I used the Commodity - Demand Method for the cost of service study. This 

method normally separates expenses. and assets into three primary hctions or 

components: commodity; demand; customer (with further breakdown of‘ cqstomer 

costs and pIant into meters and services). 
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Q- 

A. 

Q- 

k 

Commodily costs are costs that tend to vary (change) with the production or 

output of water. These costs would consist'primarily of power costs, chemicals, 

water treatment, purchased water, and other variable expenses. Please note that I 

included a portion of the demand function into the commodity fhction to adhere to 

Commission Staffs past practices- 

Demand costs are capital and maintenance costs of facilities related to 

meeting the peak demand or peak usage requirements. . The plant assets which 

cause the bulk of the demand cost are transmission and distribution mains- 

Customer costs are those costs related to sexving and/or having customers, 

without regard to the. amount of water used. These costs would .include meter 

reading, bilIing, custom& accounting . .  and collection, and 7he capital costs and 

maintenance costs related to the met&, services, and customer equipment such as - 1 -  

meters, service.lines, .'.., -.- computers, of&e hiture,'gnd ,.< transportation equipment. 

A&.- COSTS I C  me'-ALLOCATED TO FUNCTIONS, HOW ARJ3 

EXPENSES AND ASSETS THEN ALLOCATED TO TI3[1E INDIVIDUAL 

CLASSES OF CUSTOMERS? 

After the expenses and assets are allocated to the commodity, demand, customer, 

service, and meter functions, the values for the functions a?e then allocated to 

various customer classes. Customer classes aie based on meter sizes on the system. 

DOES A COST OF SERVxC3.3 STUDY P.ROVIDE DATA TO DETERMINE 
HOW TKE TUERED U T E  DESIGN SHOULD BE SET? 

No. The cost of service study will provide the cost of the commodity, but it will 

not provide data on where rate tiers should be set. The tier rates can be based on 

studying the usage by the cuitomers. 
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Q- 

A. 

B, 

WOULD YOU PLEASE DESCRUBE AND EXPLAIN THE SCHEDULES 

THAT COMPFUSE TEl3 COST OF SERVICE 'STUDY ("COSSYy), AND 
DESCRIBE HOW THE VARIOUS FUNCTIONS WERE DEVELOPED? 

The development of the class allocation factors are shown on ScheduIe G-7, pages 

1 through 3. 

Explanation of Cost of Service Study Schedules . 

. The commodity allocation is based on the number of galIons of water used 

by customers on various sizes of meters, plus the gaIlons fiom the revenue 

annualization to year-end number of customers, divided' by the total gallons of 

water sold (including gallons from the revenue annualhation) during the Test Year. 

Thus, if 8O,OOO,OOO gallons of water were sold through the 5/8x3/4 inch meters, out 

of a total of 100,000,000 gallons of water sold by the water utility, this meter size 

would be aliocated 80 percent of the commodity costs. ' '' 

.The demapd allocation '€actor is based upon the average peak day demand 

for each customer class. derived from the. Company test year usage patterns 

reflected in the 'H-5 schedules. Peak day demand provides information about the 

relative demand each class places on the system. 

-.e . c 

The customer allocation factor is the number of customers on each size 

meter. Th,e allocation is based on totaI meters, not equiqalent meters. It costs no 

more to read a 6 inch meter than a 5/8x3/4 inch meter, and it costs the same to 

issue a bill. The customer numbers are grouped .by customer class (residential, 

commercial, irrigat'ion, and hydrant) and used as the customer aIIocation factors in 

the study. 

. .  

The meter aIIocation factor was cdmputed by multiplying the number of 

meters times the cost of installing a meterq2 The dollar-weighted value of meters is 

Costs were used fiom the Commission Staff Engineering memorandum originated by 
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then divided by the total computed meter cost to derive the meter allocation factor 

to each class of customer. The dollar-weighted meter values are grouped by 

customer class and used as the meters allocation factors in the study. 

The service line allocations were computed in the same manner as the 

meters. That is, the values listed on the Staff Memorandum3 were used to derive a 

total value of the service lines. The allocation to each service line size was the 

result of dividing the dollar value of the service lines for each customer class by the 

total dollar value of the service limes. The dollar-weighted service line values are 

grouped by customei class (residential, commercial, irrigation, and hydrant) and 

used as the services allocation factors used in the study. 

Schedule G-7, page 2-1 lists the allocation factors for plant and equipment. 

Allocation factors for these expenses were determined by examidng the causaT 

&lationships oF.*eaGh expense to the various functions. 

allocation factbr uses-ir;fbi_Znrrtion deriyqd fi6b the peak day demand to aIIocate 

between the demand function and the commodity hction. 

The primary planl- 

- ...ci 
- .. .- - _- 

Schedule 0-7, page 2.2 lis& the allocation factors for repairs and 

maintenance expense, contractual services, purchased power, purchased water, 

transportation, chemicals, water testing, and salaries and wages. Allocation factors 

for these expenses were determined by examining the causal relationships of each 

expense to the various functions, which may include an exmination of the 

recorded amounts during the test year and the use of professional judgment 

The depreciation expense allocations shown on Schedule G-6, page 3, apply 

the allocation factors shown on Schedule G-7, page 2.1, times the depreciation 

expense for each plant asset. For the demand function for Wells, Mains, Water I 
Marlin Scott, Jr., dated February 21,2008. 
rg 
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Treatment Equipment, and Pumping Equipment, I assumed an dlocation factor of 

90 percent. Ten percent of plant vaIues and related depreciation expense for Wells, 

Mains, Water Treatment Equipment, and Pumping JQuipment was allocated to the 

commodity function- 

The depreciation expense was computed using the Company's depreciation 

rates. 

The operation and maintenance expense allocation to functions (cbmmodity, 

demand, customer, service, and meter) are shown on Schedule G-6, page 1 

(adjusted test year at present rates) and Schedule G-6, page 2 (adjusted test year at 

proposed rates). 

On Schedule G-5, page 2, net plant and other rate base items were allocated 

to each customer class using.the allocation factors set forth in Schedule G-7, page 

2.1. ALAC and C k C  were deducted 5om the plant balances normally financed 

with AIAC and CIAC;,yhich are primarily transmission and dishibution mains. 

AIAC and CIAC were allocated to both the demand and commodity functions to be 

consistent with the allocation of the transmission and distribution mains. 

Next, rate bases for each function (commodity, demand, customer, services 

and meters) were computed. The rate bases by hc t ion  are show on Schedule G- 

5,  page 1. 

Schedule G-4 allocates the commodity, demand, customer, and services and 

meters expenses to customer classes using the'allocation factors developed on 

Schedule G-7, page 3- Schedule G-4, page 1 shows the allocated costs at present 

rates. Schedule G-4, page 2 shows the allocated costs at proposed rates. 

Schedule G-3 alIocates the rate bases for commodity, demand, customer, 

service, and meter to customer classes. 
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.~ ... 

A. 

Q- 
A. 

Schedules G-1 and (3-2 derive the return on rate base by customer classes a t  

present and proposed rates, respectively. The returns on rate base are computed by 

dividing the operating. income for the customer class by the rate base for that 

customer class. 

Property taxes are allocated based on revenue on Schedules G-1 and G-2. 

Revenue is the main factor in the method used by the Arizona Department of 

Revenue to determine the fuIl cash value of the utility. 

Income Taxes are allocated based on taxable income of each customer class 

on Schedules G-1 and G-2. 

DID YOU PREPARE SClEIlEDULES SHOWING RATE DESIGNS BASED 

ON THE COSTOF SERVICE STTJDY? 

Yes. Cost- based monthly minimums and commodity rates are shown on Schedule 

d 

W 

G<8. . -  
. -. .- . .  

C- Indicated Monthly Minimums and Single Tier Commodity Rates 

WOULD YOU PLEASE. DISCUSS SCHEDULE 6-8? 

There are 4 sets of G-8 schedules: pages 1A through 4A show rate design 

computations for &I customq classes ..._ combined; pages 1B through.4B show rate 

desi& computations for the residential class; pages 1C th~ough 4C show rate 

design computations for the commercial class; pees  1D through 4D show rate 

design computations for the inrigation class; and, pages 1E through 4E show rat( 

design computations'for the hydrant class. 

Page 1 of each set shows the derivation of the Customer Charge podon 0 

the monthly minimums. Pa& 2 of each set shows the derivation of the Deman 

Charge portion of the monthly minimums. Page 3 of each set shows the denvatic 

of a single-tier commodity rate and monthly minimums for each size meti 

assuming no portion of the customer charge and the demand charge are recr -& 
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Q- 

A. 

. .. ... . 
L., 

via the commodity rate- Finally, page 4 of each set shows the derivation of a 

single-tier commodity mte and monthly minimums for each meter size assuming a 

portion of the demand, customer, services and meters costs are recovered via the 

commodity rate- 

WHAT IS THE INDICATED MONTHLY MINIMXJM AND COMMODITY 

RATE FOR A MOHAVE WATER DIST&ICT CUSTOMXR ON A 5/8X3/4 

INCH METER BASED ON "HE COST OF SERVICE STUDY? 

Referring to Schedule G-8, page 3A (all customer classes), the monthly minimum, 

with no water usage included in that minimum, should be $29.93 when you include 

the allocations for expenses and plant for the function of demand customer, meters 

and services. The singIe-tiercommodity rate should be $0.9367. 
.>. 

%-. r.L . . ..- 
Referring to Schedule (3-8, page 3B (residential class), the monthly 

pinimUm, with no water usa.ge.include8 in that minimum, should be $27-05. The 

commodity m$e should be $0.9367: 

. .  . '. . 
5 .. 

- , . 

Refemng to Schedule G-8, page 3C (apartment class), the monthly 

minimum, with no water usage included in that minimum, should be $62.23. The 

commodity rate should be $0-9367. 
. Referring to Schedule G-8, page 3D (commercial class), the monthly 

minimum, with no water usage included in that minimum, should be $55.3 1 - The 

commodity rate should be $0-9367. 

. .  

. .Referring to Schedule G-8, page 3E (other public authority), the monthly 

minimum, with no water in that minimum, should be $78-79. The' commodity rate 

should be $0.9367. 
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A. 

Q- 

A. 

D. Comparison of COSS-Xndicated Rate Design and Company's Present and 
Proposed Rates . 

HOW DOES THE C0MPUT)ED MONTHlLY MINIMUM CHARGE 

COMpAxclE TO THE COMPANY'S MOHAVE WATER DISTRICT 

PROPOSED MONTHLY MDNWZUM? 

The proposed monthly minimum for a 5/8x3/4 inch meter is $15.54, or 

approxiniately.52 percent of'the computed monthly minimum of $29.93 as shown 

on Schedule G-8, page 3A. 

' HOW DOES THE COMIpuT3ED COMMODITY IRATE COMPAJXE TO THX 

C0MPANY;S PFCESENT AND PROPOSED COMMODITY JUTES FOR 

TRE MOEXAVE WATER DISTRICT 5/8X3/4 INCH RESIDENTW 

CUSTOMER? 
c- 

The c o m o d i ~  . i rate *der . -. present rates being cwged is $0.88 per 1,000 gallons 

for the first 3,000 gallons, '-3L84'per 1,000 gallons for 3,001 gallons to 10,000 

gallons; and $3.00 per 1,000 gallons over 10,000 gallons. The first tier rate is 

approximately 0.94 times what it costs t o  produce the water ($0-88 divided by 

$0.9763). The second tier rate is approximately 1.9 times the cost to produce the 

water ($1.84 divided by $0.9763). The third tier rate is approkkately 3'tirnes what 

it costs to produce the water ($3.00 divided by $0.9763). 

The Company's proposed commodity rates are $1-55 for tier one, $2.50 for 

the tier two, and $325 for tier three. The first tier rate is approximately 1.6 times 

what it costs to produce the water ($1.55 divided by $0.9763). The second tier rate 

' is approximately 2-6 b e s  the cost to produce fhe water ($2-50 divided by 

$0.9763). The third tier rate is approximately 3.3 times what it costs to produce the 

water ($3.25 divided by $0.9763). 
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-T xs THE IMPACT OF SETTING THE MONTHLY MINIMUMS AND 

COMMODITY RATES BELOW COST? 

It adds substantia1 risk to revenue recovery. Inverted multi-tiered rates desigps as 

proposed in this case encourage conservation. If conswation is actually achieved, 

usage will decline and it wilI cause a substantial shordalI in the revenues the 

Company collects. That means that it will be impossible to actually achieve the 

requested re&. Revenue stability is compromised when the monthly minimums 

do not cover. all .of the demand, customer, seryices, and meter costs (the ‘‘fxed’‘ 

costs in the cost of service)- The Company’s proposed design reduces the amount 

recovered from the monthly minimums which increases revenue instability. 

COULD YOU ILLUSTRAm THE ABOVE ANSWER? 

Yes. Schedule 0-9 -illustrates what happens when consewatiiin ‘is achieved- 

On Schedule G-9,. page 1, I have cqstructed the illustration showing the profit or 

loss fromhQroposed rates that is achieved for the 5/8x3/4 inch metered residential 

customer at increme&s of 1,000 gallons through 100,000 gallons of monthly usage. 

The cross oyer point going fi-om collecting or not collecting the full cost of service 

is between 10,000 and 12,000 gallons, well above the average monthly usage of 

6,800 gallons and the median monthly usage of 5,000  gallon^.^ 
By pricing the monthly minimum below cost and the commodify rates 

substantially above cost, the C.ompany will under earn if water sales decrease. 

Conversely, if water sales increase, there is the potential to over e m .  

Under the Company proposed rate design, the monthly minimum is being 

subsidized by the commodity rate. In other words, the Company must recover a 

large amount of fixed costs, through sales of  water, which can vary based on 

See Schedule H-2, pages 1 and 2. 4 
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weather, or conservation efforts. Any conservation by customers will substantially 

impact the Company’s net income- 

WHAT HAPPENS WHEN THE MONTHLY MIMMUMS AND 

COMMODITY U T E S  ARE NOT PRICED AT COST? 

Two things can happen. If customers don’t conserve and usage increases rather 

than decreases, the Company will over earn. If customers conserve, or just use less 

water due to more rainfall, the Company will under ern.- If usage ,changes 

substantidly; either up or down, the impacts I just referred to will be magnified. 

BUT EVEN D7 THE MONTHLY MINIMUMS AND COMMODITY RATES 

ARJ3 PRICED AT.COST, WOULDN’T TI33 COMPANY STILL OVER OR 

 UNDER EARN If? CUSTOMERS’USE MORE 0R.LESS WATER? 

. .  

Yes, but to a lessh extgnt. 

Q. 

A. 

WHAT W0UL;D BE A SINGLE ?TJ[EmD -733 DESIGN A S S m G  A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS AJ3E RIECOVERED VIA THE COMMODITY RATES? 

On Schedule G-8, page 4A (all customer classes), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, qnd meters costs (the “fixed costs”) are recovered via the commodity rate. 

As shown, the 5/8x3/4 inch monthly minimum would be $16.17 and the 
commodity rate $2.391- ,My computation contemplates 40 percent of the demand 

costs and 40 percent of the customer, services and meters costs are recovered via 

the co,mmodity rate. n e  overall revenue recovery &om the monthly minimums 

translates to about 48 percent of totaI revenues. 
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As shown on Schedule G-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $16.08 and the commodity rate $2-503. 

As shown on Schedule G-8, page 4C (apartment class),' the 5/8x3/4 inch 

.monthly minimum would be $13.40 and the commodity rate $2.2 10. 

As shown on Schedule G-8, page 4D (inigation class), the 5/8x3/4 inch 

monthly minimum wouId.be $16.98 and the commodity rate $2.153. 

As shown on Schedule G-8, page 4E (hydrant class), the 5/8x3/4 inch 

monthly minimum would be $21.79 and the commodity rate $2.099- 

HOW DO Tf3uE SINGLE TIER COMPUTED RATES COMPARE TO THE 

COMPANY'S PROPOSED RATES? 

Referring toSchedule G-8, page 4A, the computed monthly minimum of $16-17 is 

.higher than thk proposed monthly minimum of $15-54 for a'5/8x3/4 inch metered 

customer, somewhat below @e indicated monthly minimum. The computed 

co&odity rate-& $239.1- is well above the proposed.ht tier rate of $1-55, is 

approximately 104 percent the proposed second tier- rate of $230;. and"& 

approximately 74 percent the third tier rate of $3.25. In other words, the proposed 

first tier rate is beIow cost while the proposed second and third tier.rate is above 

cost 

WKAT IS TTIXE *RANGE OF THX RETURNS FOR THE VARIOUS 

-.- . : 

.. ..% . *. 5 

CUSTOMER CLASSES AT PRESENT RATES? . 

As shown on Schedule G-l, the returns vary substantialIy behveen the customer 

classes at the present rates. The largest customer class, the residential class, 

provides the lowest return under the present rates or -0.22 percent- The apartment 

and cornmercial classes are providing much higher returns at 8.68 percent and 7.17 

percent, respectively. 
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WHAT ARE THE RETURNS FOR THE CUSTOMXR CLASSES AT 

PROPOSEDRATES? 

As shown on Schedule (3-2, the retuns at proposed rates also vary substantially 

between the customer classes. The largest customer class, the residential class, 

continues to provide the lowest return under the present rates at 5.08 percent. 

Thisis below the overall required return of 6.87 percent and indicates the 

residential class is not paying its fulI cost of service. The apartment and 

commercial classes continue to provide much higher returns at 13.73 percent and 

11.47 percent., respectively. These results indicate that the apartment and 

commercial customer classes pay more than their respective cost of service and 

continue to subsidize the residential class under the Company’s proposed rates- 
. .  

. .. .2.‘ ’ - Paradise VaUev Water District . . .  
-T’*WOULID:BE:A - - .  .. SINGU TIERED RATE DESIGN ASSUMING A”-’ 

. .. -c 

PQRTI.~? qF THE-DEMANI), GUSTOMER, SERVICES,. AND METER 

COSTS ARE RIECOWlU3D VIA THE COMMODITY RATES? 

On Schedule G-8, page 4A (a11 customer cIasses), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, and meters costs (the “fured costs”) are recovered via the commodity rate. 

As shown, the 5/8x3/4 inch monthly minimum would be $32.65 and the 

commodity rate $1,946. My computation contemplates 40 percent of the demand 

costs and 40 percent of the customer, sem-ces and meters costs are. recovered via 

the commodity rate. The overall revenue recovery &om the monthly minimums 

translates to about 48 percent of total revenues- 

As shown on Schedule G-8, page 4B (residential class), the 518x314 inch 

monthly minimum would be $30.74 and the commodity rate $2.027. 
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A 

Q- 

A. 

As shown on Schedule G-8, page 4C .(turfclass), the 5/8x3/4 inch monthly 

minimum would be $236.79 and the commodity rate $1.677, 

As shown on Schedule G-8, page 4D (commercial class), the 5/8x3/4 inch 

monthly minimum would be $32.32 and the commodity rate $1.78. 

As shown on Schedule G-8, page 4E (other public authority class), the 

5/8x3/4 inch monthly minimum would be $14.45 and the commodity rate $2.444. 

HOW DO TEE SINGLE TIER COMPUTED RATES C O M P m  TO- THlE 

COMPANY’S PROPOSED RATES? 

Referring to Schedule G-8, page 4A, the computed monthly minimum of $30.74 is 

higher than the proposed monthly minimum of $27.56 for a 5/8x3/4 inch .metered 

customer; somewhat below the indicated monthly minimum The computed 

commodify rate of.,$2.027 is well above the proposed fxst-and second tier 

commodity rate of $4.154 arid.1-3719, respectively. The proposed third tier rate of 

$2-4145 is approximately 119 percent higher than the computed commodity rate of 

$2-027, the fourth tier rate of $3.0181 is approximately 149 percent of the 

computed commodity rate, and the fifth tier rate of $3.5404 is approximately 175 

percent of the computed commodity rate. 

WHAT IS THE RANGE OF TRlE RETURNS FOR THE VARIOUS 

. .  -. . 

CUSTOMlER CLASSES AT PRIESENT RATES? 

As shown on Schedule G-1, the refuns vary substantially between the customer 

classes at the present rates. The largest customer class, the residential class, 

provides d e  lowest return under the present rates or 6.00 percent. The turf, 

.commercial, and other pubIic authority classes are providing returns of 0.26 

percent, 5-80 percent, and 8.21 percent, respectively. 
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WHAT AR.E ‘ITBE RETURNS FOR T€3E CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown.on Schedule G-2, the retums at proposed rates also vary substantially 

between the customer classes. The largest customer class, the residential class 

provides a return under the present rates at 7.52 percent This is above the overall 

required return of 6.78 percent and indicates the residential class is paying more 

than its full cost of service. The turf, commercial, and other public authority classes 

provide returns of 1-32 percent and 7.13 percent an‘d 9.85 percent, respectively. 

These results indicate that the turf class pays less than its ‘cost of service and the 

commercial and other public authority customer classes pay more than their 

respective cost of service. . 

3. Sun City Water District 

A. 

COSTS A.RE RECOVERED VIA THE! COMMODITY RATES? 

On Schedule G-8, page 4A (all customer classes), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, and meters costs (the “fixed costs”) are recovered via the commodity rate. 

As shown, the 5/8x3/4 inch monthly. minimum would be $11.19 *and the 

commodity rate $1.678- My computation contemplates 40 percent of the demand 

costs and 40 percent of the customer, services and meters costs are recovered via 

the commodity rate. The overall revenue recovery fiom the monthly xninixnum~ 

tragslates to about 48 percent of total reveimw. 

As shown on Schedule G-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $1 1-82 and the commodity rate $1 -642- 
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As shown on Schedule G-8, page 4C (commercial class), the 98x314 inch 
. monthly minimum would be $13.07 and the commodity rate $1.34- 

As shown on Schedule G-8, page 4D (other cIass), the 5/8x3/4 inch monthly 

minimum would be $128.66 and the commodity rate 91.735. 

HOW DO THE SINGLE TIER COMPUTED RATES COMPARE TO TIE-IIE 

COMPANY'S PROPOSED RATE+ 

Referring 10 Schedule G-8, page 4A, the computed monthly minimum of $1 1.1 9 is 

higher than the proposed monthly minimum of $10.70 for a 5/8x3/4 inch metered 

customer; somewhat below the indicated monthly minimum. The computed 

commodity rate of $1-678 is well above the proposed first, second, third tier rates 

of $0.75 and $1.3702, and 1.6602, respectively. The proposed third tier rate of 

$1.9002 is approximately at the computed coqod i ty  rate, the fourth tier rate is 

approximately 113 percent of.the computed commodity rate, and the fifth tier rate 

of $2:9502 is approximately 1.28 percent the computed commodity rate. In other 

words, the proposed first &d second tier commodity rates are,below cost while the 

proposed fourth &d fifth tier rates are above cost. 

W&AT IS THE RANGE OF Tm RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT U-TES? 

As shown on Schedule G-1, the retun& v&y substantially between the customer 

classes at the present rates. The largest customer class, the residential Class, 

provides the lowest return under the present rates or 1.90 percent. The commercial 

class is providing much higher returns at 12.15 percent. The remaining other class 

provides a -6.92 percent retbm- 

-_ 
. .  

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? . 

As shown on Schedule G-2, the returns at proposed rates also vary substantially 
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A. 

1. 
between the customer classes. The largest customer class, the residential class, 

provides a .return (5.64 percent) that is below the overail required return of 6.87 

percent and indicates the residential class is not paying its full cost of service. The 

commercial class continues to provide much higher returns at 17.22 percent. The 

remaining other class provides a -5.36 percent return. These results indicate that 

the commercial customer class pays more than their respective cost of service and 

continue to subsidize the residential class under the Company’s proposed rates. 
’ -. 

4. Tubac Water District 

WHAT WOULD BE A SINGLE TIElRED RATE DESIGN ASSUMING A 

PORTION OF TEE’ DEMAND, CUSTOMEX, SEkVICES, AND METER 

COSTS +Rk RECOVERED VLA T€E COMMODITY U T E S ?  

On Schedie G-8, page 4A (all customer classes), I set forth a computation of P 
.. . . .. 

Y .. . -.. .. . . ..’ 
single tiered rate design .wl&h assumes- .._ ... a podon of the demand;’ GFtomer, 

. .& .. 
servkes, and meters costs’(the cLfiXed*costsyy)~~e recovered via the cormnodity rate. 

As shown, the 5/8x3/4 inch monthly minimum would be $45.97 and the 

commodity rate $7.251. My computation Contemplates 40 percent of the demand 

costs and 40 percent of the customerj services and meters costs are recovered via 

the commodity rate- The overall revenue recovery fiom the monthly minimums 

translates to about 48 percent of totaI.revenues. 

. -  

As shown on Schedule (3-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $49.00 and the commodity rate $7-486. 

As shown on ScheduIe (3-8, page 4C (commercial class), the 518x314 inch 

monthly minimum would be $3829 and the commodity rate $6-643. 

21 



-- 

I -  

I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14’ 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q* 

A. 
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HOW DO THE SINGLE TIER COMPUTED RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Schedule G-8, page 4A, the computed monthly minimum of $45.97 is 

lower than the proposed monthly minimum of $45.97 for a 5/8x3/4 inch metered 

customer. The computed commodity rate of $7.251 is well above the proposed 

first and second tier commodity rate of $5.45 and $6.95, respectively. 

The computed commodity rate is approximately 114 percent greater than the 

proposed third tier rate of $8.30, and is approximately 130 percent greater than the 

fourth tier rate of $9.50. In other words, the proposed first and second tier rate is 

below cost while the proposed third and fourth tier rates are above cost. 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Schedule G-1, the returns vary substantially between the customer 

classes at the present rates. The largest customer class, the residential class, 

provides the lowest return under the present rates or -11.52 percent. 

The commercial class is providing a higher return of 2.08 percent. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Schedule G-2, the returns at proposed rates also vary substantially 

between the customer classes. The largest customer class, the residential class, 

continues to provide the lowest return under the present rates at 2.94 percent. 

This is below the overall required return of 6.87 percent and indicates the 

residential class is not paying its full cost of service. The commercial class 

continues to provide a much higher return at 19.86 percent. These results indicate 

that the commercial customer class pays more than its respective cost of service 

and continue to subsidize the residential class under the Company’s proposed rates. 
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5. Mohave Wastewater District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Schedule G-1, the returns vary substantially between the customer 

classes at the present rates. The largest customer class, the residential class, 

provides the lowest return under the present rates or 1.25 percent. The commercial 

and other public authority classes are providing much higher returns at 30.62 

percent and 8.28 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on -Schedule . .. G-2, the returns at proposed rates iilso.vary substantially 

between the customer ‘classes. The largest customer class, the residential class, 

continues to provide the lowest return under the present rates at 6.52 percent. 

This is below the overall required return of 6.87 percent and indicates the 

residential class is not paying its full cost of service. The commercial and other 

public authority classes continue to provide much higher returns at 49.00 percent 

and 14.96 percent, respectively. These results indicate that the commercial and 

other public authority customer classes pay more than their respective cost of 

service and continue to subsidize the residential class under the Company’s 

proposed rates. 

CURRENT AND PROPOSED RATES (H SCHEDULES) 

BRIEFLY DESCRIBE THE H SCHEDULES? 

The Company’s filing includes H Schedules for all districts. Schedule H-1 is a 

summary of the revenue billed under present rates and the amount that would be 

generated by the proposed increase in metered water rates. Schedule H-2 is an 

analysis of revenue at present and proposed rates by class and meter size in dollar 
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amount and percentage- The average number of customers derived from the bill 

count is also shown by meter size and in total. Schedule H-3 shows the present a n d  

proposed rate and presents a comparison of rates. Schedule H-4 compares present 

and proposed rates and the percentage increase at various consumption levels. 

Schedule H-5 is the bill count of the bills during the test year. 

A. RateDesign 

PLEASE DESCRIBE Tl3X DESIGN OF THE PROPOSED RATE 

STRUCTURE FOR THX DISTRICTS THAT ARE INCLUDED IN THIS 

RATE FILING. 
The proposed rate structures as shown on Schedule H-3 balances the objectives of 

promoting waierconservation through inverted tier rates, providing rates which are 

. cpst of service based, and proyiding revenue stability through increased revenue 

recoGery fiom the monthIy rninim&s-and . .  balanced commodity rates. As much as 

possible, the basic conservation oriented- IT& structures under existing rates are 

maintained. I will discuss specific changes to the rate structures, if any, tjbr each 

district. 

B- Mohave Water District 

PLEASE DISCUSS THE.PROPOSED RATE DESIGN FOR THE MOHAVE 

WATER DISTRICT. 

The Company is proposing to retain the inverted three tier rate design for the small 

residential customers (5/8x3/4 inch and % inch) and the inverted two tier rate 

design for all other meter sizes and classes. The Company also proposes to retain 

the existing break-over points (or .usage blocks). The proposed rates' .are set forth 

on Schedule H-3, pages 1 through 3- 
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i 
WHAT METER SIZE ARE THE'MAJO'RITY OF CUSTOMERS ON AND 

WHAT WAS THE AVERAGE MONTHLY BILL DURING THE TEST 

YEAR? 

The largest customer class is the 5/8x3/4 inch class. comprising about 92 percent of 

customers. As shown on Schedule H-2, page 1, the average monthly bill under 

present rates for a 5/8x3/4 inch residential customer using rn- average 6,800 galIons 

is $23-63. -. L 

WHAT WILL BE THE AVERAGE 5/8X3/4 INCH lWSIDENTIfi 

CUSTOMER AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an av'krage 6,800 gallons is $29.69 - a 

$9-06 increase over fhe present monthly bill, or a 43.92 percent increase. 

DOES THE H-2 SCHEDULE SHOW THE Xi\iTPACT FOR OTHER METER- 

. *  

SIZES A.ND CLASSES? 

Yes. 

1. Paradise Vallev Water District 

PLEASE DISCUSS TE3[E PROPOSED RATE DESIGN FOR T€€fJ 

P W I S E  VALLEY WATER DISTRICT- 

The Company is proposing to retain the inverted five tier rate design for the 2 inch 

and smaller residential customers, an inverted two tier rate design for the 

commercial class, and the single tier rate design for the turf and other public 

authority classes. The Company also proposes to retain the existing break-over 

points (or usage blocks). The proposed rates are set forth on Schedule H-3, pages 1 

through 3. 
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WElAT METER SIZE AR.E TFfE MAJORITY OF CUSTOMERS ON AND 
WHAT WAS THE AVERAGE MONTHLY BILL DURING THE TEST 

YIEAR? 

The two largest customer classes are the 5/8x3/4 inch and 1 inch residential class 

comprising about 43.5 percent and 40.8 percent of customers, respectively. 

As shown on Schedule H-2, page 1, the average monthly bill under present rates 

for a 5/8x3/4 inch residential customer using an average 19,271 gallons is $52-30. 

The average monthly bill under present rates for a 1 inch residential customer using 

an average 55,400 gallons is $165.40- 

%%WT WILL BE THE AVERAGE 5/8X3/4 INCH AND 1 INCH 

RESIDENTIAL,Q~STOMER . .  AVERAGE MONTHLY BILL UNDER TKE 
N]EW RATES? .. .- -. 
As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential-ckstomer using an average 19,271 gallons is $57.36 - 

a $5-06 increase over the present'monthly bill or a 9.68 .percent increase. 

The average monthly bill under proposed rates for a I. inch residential customer 

using an average 55,400 gallons i s  $181.45 - a $16-05. increase over the present 

monthly bill or a 9-70 percenkincrease. 

DOES THE H-2 SCHEDULE SHOW THE IMPACT FOR OTHER METER 

SlzES AND CLASSES? 

Yes. 

. 2. Sun City Water District 

PLEASE DISCUSS'TEIE PROPOSED RATE DESIGN FOR THE SUN CITY 

WATER DISTRICT- 

The Company is proposing to 'retain the inverted five tier rate design for the 1 inch 

and smaller residentid. customers and eliminate the five tier design for the 1 34 inch 
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and 2 inch residential meters. The Company is also proposing to retain the 

inverted .No tier rate design for the complercid class, and the single tier rate 

design for .the irrigation, and other classes.. The Company also proposes to retain 

the existing break-over points (or usage blocks) with the exception of the 1 % inch 

and 2 inch residential customer. who will have the same usage blocks as the 1 % 

and 2 inch commercial customers. The proposed rates are set forth on Schedule H- 

3, pages I through 3. 

WHY IS THE COMPANY PROPOSING A CHANGE TO THE 1 % &CH 

AND 2 INCH RIESIDENTIAL RATE STRUCTURES? 

The Company believes the five tier design for these.two customer cIasses is not 

s very. meaningful as less than 5 percent of the customers in each of these classes 

use iess than-i2,000 gal€ons (the highest break-over point) on the five tier ratc 

Q. 

A- 

I. 
-/ 

-.. 
structure. The average usage for aese classes is also well above the 12,000 gallon 

' five tier rate structure break-ovet;poixit. 2 %  .. . -. 
- .  

. ._ . . ... 
- '-1. 

Q- 

A- 

WXXAT METER SIZE ARE THE MAJORITY OF CUSTOMERS ON AND 

WHAT'WAS THE AVERAGE MONTHLY BILL DURING TEEIS TEST 

YEAIR? 

The largest customer class is the 5/8x3/4 inch residential class comprising about 

8 1 percent of customers. As shown on Schedule H-2, page' I, the average monthIy 

bill under present rates for a 5/8x3/4 inch residential customer using .m average 

7,203 gallons is $17.35. 

%'HAT WILL BE TEIE 518x314 INCH RESIDENTIAL CUSTOMER 

AVERAGE MONTHLY BILL UNDER TIXE COMPANY'S PROPOSED 

RATES? 

27 
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A. 

Q- 

A- 

Q- 

A. 

*_ 

Q- 

'A. 

Q- 

A 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rate: 

for a 5/8x3/4 inch residential customer using an average 7,203 gallons is $2 1.17 - 2 

$3.82 @crease over the present monthly bill or a 22.00 percent increase- 

DOES THE H-2 SCHOEDULE SHOW THJ3 WIPACT FOR OTHER MJ3TER 

SIZES AM) CLASSES? 

Yes. 

3. Tubac Water District 

PLEASE DISCUSS T.m PROPOSED RATE DESIGN FOR THE TUBAC 

WATER DISTRICT. 

The Company is proposing to retain the inverted three tier rate design for the small 

residential customers (518x314 inch and-% inch) and the inverted two tier rate 

deign for all other meter sizes and dasses.'ne Company also proposes toyretain 
- .  

. .  '2 

the existing break-over p o h s  (or usage blocks). The proposed rates are set forth 
. .. 

' -- ;in Schedule H-3, pages 1 through'3? 

WHAT METER SIZE ARE 'TEE MAJORITY OF CUSTOMERS ON AND 

WHAT WAS THE AVJXRAGE MONTHLY BILL DURING THE TEST 

YEAR? 

The largest customer class is the 5/8x3/4 inch class comprising about 81 percent of 

customers. As shown on Schedule H-2, page 1, the average monthly bill under 

present rates for a 5/8x3/4 inch residential customer using an average 8,348 gallons 

is $53.57. 

WHAT WILL BE THE 5/3X3/4 INCH liESIDENT1A.L CUSTOMER 

AVERAGE MONTHLY B E L  UNDER TIIE NEW U T E S ?  

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residentid customer using an average 8,348 gallons is !J 10 1 -76 - 

a $48.19 increase over the present monthly bill or a 89.95-percent increase. 
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Q- 

A- 

Q- 

A. 

Q- 

A. 

Q- 

A. 

'Q- 

A. 

Q- 

DOES THE H-2 SCHEDULE SHOW THE IMPACT FOR OTHER METER 
- .  

SIZES AND CLASSES? 

J 

Yes. . 

IS THE COMF'ANY PROPOSING TO INCORPORATE THE EXISTING 

ARSENIC COST RECOVERY SURCHARGE INTO THE BASE U T E S ?  

Yes. As shown on Schedule H-3, page 5,  the Company is proposing zero arsenic 

cost recovery surcharge as these charges are incorporated into the base rates- 

IS THE COMPANY PROPOSING TO ELIMINATE TEE ARSENIC COST 

RECOVERY SURCHARGE? 

Yes. 

4. Mohave Wastewater-District 

PLEASE DISCUSS THE PROP-~SED RATE DESIGN FOR THE MOHAVL 

WASTEWATER _ .  . DISTRICT. 

The Company is proposiug to retain the existing flat rate desi@ currently in place 

for all customer classes except the large commercial class. For the large 

commercial class the Company proposes' to retain the single tier rate design- The 

proposed rates are set forth on Schedule H-3, pages I through 3. 

WHAT METER SIZE ARE THE MAJORITY OF CUSTOMERS ON AND 

WHAT WAS '];E~[E MONTHLY BILL DURING THE TEST YEAR? 

The largest customer class is the residential class comprising about 99 percent of 

customers. As shown on Schedule H-2, page 1, the monthly bill under present 

rates €or a residential customer is '$56-55. 

WEAT WILL BE THE WSLDENTIAL CUSTOMER MONTHLY BILL 

UNDER TIEI[E NEW RATES? 
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A. 

Q. 

A. 

Q- 

A. 

Q- 

A. 

Q- 

As shown on Schedule H-2, page 1, the monthly bill under proposed rates for z 

residential customer is $82-79 - a $2624 increase over the present monthly bill, 01 

a.46-40 percent increase- 

DOES THE H-2 SCKEDULE SHOW THlE IMPACT FOR OTHER METER 

SIZES AND CUSSES? 

Yes. 

C. Miscellaneous Charges 

PLEASE DISCUSS THE PROPOSED CHANGES TO Tx3;3% 

MISCELLANEOUS CHARGES. 

The Company is proposing to change its rniscellaneous charges for all of the 

districts in this rate filing. The proposed changes are to provide more uniformity 

qnong the districts. The proposed changes vary by district and can be found on the 

H-3 schedule m-3, page 4, for the Mohave Water District, H-3, page 4, for the 

Paradise Valley Water District, H-3, page 5, for the_Sun City Water District, H-3, 

page 3, for the Tubac Water District, and H-3, page 2, for the Mohave Wastewater 

District). . 

DUD TEXlE COMPANY ANNUALIZE MISCELLANEOUS REVEMTES FOR 

EACH DISTRICT BASED UPON THE PROPOSED CHANGES? 

Yes. The amualization of miscellaneous charges can be found on ScheduIe H-5, 

page 5 for a11 districts except the Mohave Wastewater District which appear on 

ScheduIe H-5, page 4. The adjustment to miscellaneous revenues is included in 

the adjustments to the test year revenues on Schedule C-2 for each district 

D. Low IncomeTariff 

PLEASE DISCUSS THE COMIPANY'S PROPOSED LOW INCOME 

T A W -  
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L. 

Q- 
A. 

,i 
The Company is proposing low income tariffs for its Paradise Valley Water 

District, Tubac Water District, and Mohave Wastewater fiistrict. The low income' 

tariff is based upon the already existing low income tariffs for the Sun City Water 

District and the Mohave Water District- The existing low income tariff provides 

for a discounted monthly &imum for qualified customers (income at or below 

150% of the federal poverQ level). The low income program is limited and the 

proposed participation limits are set fo$h on Schedule H-3 for each district. A 

revenue surcharge recovery mechanism collects the amount of discounts provided 

though a commodity charge that is added to the highest cost cornmodity rate fo1 

residential and commercial customers in the district. 

DOES TEXIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE? 

YeS. 
* .. 

w 

31 



J 

N THE M A m R  OF THE APPLICATION 

QNARIZONA CORPORATION, FOR A 
3ETERMTJSTATION OF THE CURRENT 
?AIR VALUE OF ITS UTILITY PLANT AND 
?ROPERTY AND FOR INCREASES IN ITS 
U T E S  AND CHARGES FOR UTILITY 
SERVICE BY ITS MOHAVE WATER 
XSTRICT, PARADISE VALLEY WATER 
3ISTRICT, SUN CITY WATER DISTRICT, 
rrJBAC WATER DISTRICT, AND MOHAVE 
WASTEWATER DISTRICT 

3F EPCOR WATER ARIZONA mC-3 

“4 

.-.. 

DOCKET NO: WS-O1303A-14-0010 

BEFORIE THE ARIZONA CORPORATION COMMISSION 

 OMM MISSIONERS 

SUSAN BITTER SMITH, Chairman 
30B STUMP 
3 0 B  BURNS 
DOUG LITTLE 
rOMFORESE . 

REBUTTAL TESTIMONY 
OF 

THOMAS J. BOURASSA 
ON BEHALF OF 

EPCOR WATERARIZONA, INC. 
FEBRUARY 9,2015 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

EPCOR Water Arizona, hc . 
Rebuttal Testimony of Thomas J . Bourassa 
Docket No . WS-O1303A-14-0010 

Page ii 

EXECUTIVE 
I 
rI 
A 
m 

rv 

SUMMARY .. 

Table of Contents 

............................................................................................. 111 
INTRODUCTION AND PURPOSE ....................................................................... 1 
DECLINING USAGE .............................................................................................. 1 
RESPONSE TO RUCO TESTIMONY ................................................................ 1 
COST OF SERVICE STUDY (G SCHEDULES) ................................................... 5 
A . Cost of Service Study Results by District ..................................................... 6 

1 Mohave Water District ....................................................................... is 
2 Paradise Valley Water District ........................................................... 8 
3 Sun City Water District .................................................................... 10 
4 Tubac Water District ........................................................................ 12 
5 Mohave Wastewater District ............................................................ 13 

REBUTTAL PROPOSED RATES (€3 SCHEDULES) ......................................... 14 
A Rebuttal Rate Design .................................................................................. 15 

1 Comments on Magruder‘s Rate Design Testimony ......................... 15 
2 Mohave Water District ..................................................................... 16 . 

Comments on ACC Staff’s Proposed Rate Design .......................... 16 
b Comments on RUCO’s Proposed Rate Design ................................ 17 
3 Paradise Valley Water District ......................................................... 18 

Comments on ACC Staffs Proposed Rate Design .......................... 19 
. b Comments on RUCO’s Proposed Rate Design ................................ 19 

Sun City Water Di.strict .................................................................... 21 
Comments on ACC Staffs proposed Rate Design .......................... 22 
Comments on RUCO Rate Design .................................................. 22 
Tubac Water District ........................................................................ 23 
Comments on ACC Staff’s Proposed Rate Design .......................... 24 
Comments on RUCO’s Proposed Rate Design ................................ 25 
Mohave Wastewater District ............................................................ 26 

B Miscellaneous Charges ............................................................................... 27 

. .  

a 

a 

4 

b 
5 

b 
6 

a 

a 

. 



, 

-4 

s 
1c 

11 

12 

13 
- 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

26 

UJ. LUA VVaLGL A L U U I M ,  IIIC. 
Rebuttal Testimony of Thomas J. Bourassa 
Docket No. WS-01303A-14-0010 

Page iii 

EXECUTIVE SUMMARY 

Thomas J. Bourassa testifies as follows: 

Mr. Bourassa res onds to the RUCO testimony on the declining usage adjustment. Hr 
explains that the 8 ‘fferences in methods used between the Chaparral City Water C o m p q  
case and the instant case do not mean the method proposed in the instant case is any les: 
reasonable or appropriate. Each method has its own ways of estimating declining usage 
fkom conservation. Mr. Bourassa explains that the method used in the instant case 
removes weather related changes in usage and recognizes non-weather related changes ir 
usage (conservation, demographics, and structural changes in the commercial sector), 

Mr. Bourassa r orts on the results of his rebuttal cost of service studies (G Schedules) fol 
the Mohave Z t e r  District, Paradise Valley Water District, Sun City Water District 
Tubac Water District and the Mohave Wastewater District. He also re orts that the Stafj 
has accepted the allocation factors used in his study. He summarizes t! e rebuttal cost oj 
service results and explains what the indicated monthly min imums and single tin 
commodity rates should be for each district and their respective customer classes. 

Mi. Bourassa also discusses the ro osed rates portions of the H Schedules. He explaim 
the proposed rate designs for eaci &strict and the impact on customers. He discusses how 
the Company’s rate design compares to the ACC Staff‘s and RUCO’s rate designs. He 
compares the proposed rates to the results of his cost of service study. Generally, the 
Company’s proposed monthly minimums continue to be less than the indicated monthly 
minimums and below actual cost for the monthly minimum. The proposed lower tier 
commodity rates continue to be discounted below the indicated commodity cost of water. 

Mi. Bourassa reports that the Company has adopted ACC Stafl’s recommendation to 
diminate Establishment Fees - After Hours and Reconnection fees - After hours and 
kdopted an After Hours charge which applies to all services performed after hours at the 
astomer’s request and/or convenience in addition to the service charge. 
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I 

Q* 

A. 

Q. 
A. 

Q. 

A. 

Q- 
A. 

11 

Q. 

A. 

INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, Phoenix, 

Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTKFYING IN THIS PROCEEDING? 

I am testifying in this .proceeding on behalf of EPCOR Water Arizona, Inc. 

(‘EWAZ” or the ccCompany”) for the Mohave Water District, Paradise Valley 

Water District, Sun City Water District, Tubac Water District, and Mohave 

Wastewater District. 

ARE YOU TIIo%: S A M E  THOMAS J. BOURASSA WHO SUBMITTED DIRECT 

TESTIMONY IN  THIS CASE? 

Yes, my direct testimony on the cost of service, rates and rate design for each’ 

district was submitted in support of the initial application in this docket. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

I will provide testimony on EWAZ’s rebuttal cost of service study results for each 

district and EWAZ’s rebuttal proposed rates and rate design for each, district as 

well as provide a response to the direct testimonies of Staff, RUCO, and the other 

Intervenors, as appropriate. 

DECLINING USAGE 

A Response to RUCO Testimony 

PLEASE COMMENT ON THE RUCO TESTIMONY THAT THE COMPANY 

HAS CHANGED ITS CALCULATION OF DECLINING USAGE. 

It is true that the method for estimating declining usage revenue amount used by the 

T Company in the instant case is different than the method used in the Chaparral City Wate 
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Q- 

A. 

Q. 

A. 

Company rate case.’ However, that does not make the method used in the current case 

any less reasonable than the method used in the Chaparral City Water Company case. 

Each method has its own way of estimating declining usage. In the instant case, the 

method compares revenues per customer between the two test years and quantifies the 

revenue loss due to changes in the underlying customer usage patterns between the test 

years. The Company first identifies the revenue loss or revenue that the Company would 

have otherwise collected had the underlying usage remained the same between test years. 

The Company then only proposes a fkaction of the computed revenue loss (25 percent) to 

recognize that changes in customer usage could be the result of both weather and non- 

weather (i.e. conservation, demographic changes, and structural changes in commercial 

sector). In other words, by recognizing only 25 percent of the revenue loss, the Company 

is attributing 75 percent of the revenue loss to differences in weather. 

ARE TEERE MAJOR DIFFERENCES IN WEATHER BETWEEN THE TWO 

TEST YEARS AND DID EACH OF THE TWO TEST YEARS DIFFER 

SIGNIF’ICANTLY FROM THE LONG TERM AVERAGES? 

No. 

ARE WEATI-IER RELATED FACTORS (E.G. PRECIPITATION, MEAN 

HlGHLY CORRELATED TO WATER SALES VOLUME? 

Yes. Based on the average adjusted R squared statistic from a multiple regression analysis 

for all districts using precipitation and mean temperature, these weather factors explains 

67.5 percent of the variability in average water usage. This suggests that attributing 75 

percent to weather related factors in the Company’s method may be overstating the 

weather related factors and understating the non-weather related factors. In fact, mean 

temperature explains nearly all the variability in average water usage? 

Direct Testimony of Jeffery M. Michlik (“Michlik Dt.”) p. 23. 
Mean temperature explains 65.5 percent of the variability in sales volume on average while 
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Q- 

A. 

Q. 

A. 

Q- 

A. 

IS THERE MUCH DIFFERENCE IN MEAN TEMPERATURE BETWEEN THE 

TESTYEARANDTHEINTERVENINGYEARS? 

No. In my view whatever differences there were between test years (upward or 

downward) has been addressed by excluding 75 percent of the revenue loss. In other 

words, the Company’s estimates are conservative. 

WlCIy DID YOU INCLUDE NON-RESJDENTLAL CUSTOMERS IN YOUR 

ANALYSIS OF DECLINZNG USAGE IN THE INSTANT CASE? 

Because both residential and non-residential customer classes show bends in declining 

usage. The trends in declining usage for each district are illustrated in the charts included 

in Rebuttal Exhibit TJB-1R 

PLEASE COMMENT ON THE RUCO TESTIMONY THAT THE 

MEEODOLOGY USED IN THE INSTANT CASE CAN BE MANIPULATED. 

RUCO suggests that the method can be manipulated by pointing to an overall increase ifr 

water usage for Paradise Valley that is greater in 2013 than 2008. I would note that all of 

the other districts in RUCO’s exhibit show the op~osite.~ Regardless, it is possible for 

total usage to increase due to customer growth. However, if the revenue per customer 

declines, then the added customers do not contribute to revenue growth because of the 

accompanying reduced average demand for water. In other words, overall revenues could 

increase, but they would be below that which the Company would otherwise collect had 

the underlying usage remained the same. Either way, a decline in the revenue per 

customer from declining usage contributes to higher rate increases in the future. It also is 

one of the factors which lead to a utility’s inability to actually earn their authorized return. 

precipitation exphim only 3.9 percent on average. 
Michlik Dt., Attachment G. 
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Q. 

A. 

’ Q- 

A. 

DOES THE COMPANY OBJECT TO ANNUAL REPORTING OF THE 

INCREASFAIECREASE IN CUSTOMER USAGE FOR EACH CUSTOMER 

CLASS AND METER SIZE? 

No. However, the reporting should show the average usage and the increase/decrease ir 

revenues per customer (computed similarly to the method used in the instant case) so bi 

the impact on revenues can be identified and not just the change in average use. 

WHAT ABOUT A PLAN OF ADMINISTRATION FOR REFUNDING OF 

REVENUES IF CUSTOMER USAGE INCREASES IN F U m  YEARS? 

The Company does not believe RUCO’s recommendation is warranted. The declining 

usage adjustment is similar to a revenue annualization adjustment in which revenues are 

adjusted (typically upward) based upon the year end number of customers. It is assumed 

that the year-end number of customers is the number of customers expected on a going 

forward basis. Generally, revenue ann-om result in an increase in revenues, but to 

my knowledge the Commission has never ordered a utility to track future revenues to see 

if the utility actually realized those revenues. The declining usage adjustment is also 

similar to any other expense adjustment to normalize the test year expenses, particularly 

those based upon a historical average. This Commission has adopted such adjustments in 

numerous cases in the past. By using an average to norznalize expenses, the assumption is 

the utility’s future expenses will be on average at the level of the historical average. 

Again, we do not track whether the utility actual incurred expenses at the average or may 

have under- (or over-) collected the expense. In my view, there is no basis to single out a 

declining usage revenue adjustment and make a so-called over-dlection subject to future 

refunds, 

If a Plan of AdmiTlistration (“POA”) were to be adopted, then it should work in 

both directions. In other words, if the revenue loss is greater than the declining usage 
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m 
Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

allowed in the instant case, ‘the Company would be allowed to collect the short-falI though 

a surcharge. This would be a reasonable and fairer approach than restricting the Company 

with only the downside risk. 

COST OF SERVICE STUDY (G SCHEDULES) 

HAVE YOU UPDATED YOUR COST OF SERVICE STUDY? 

Yes. I have updated my cost of service studies for each district to reflect the 

changes to rate base, revenues and expenses contained in the Company’s rebuttal 

filing. 

ARE TEIERE ANY DISAGREEMENTS BETWEEN ACC STAFF ON THE 

DEVELOPMENT OF THE ALLOCATION FACTORS USED IN THE 

STUDY? 

No. It appears Staff uses the same allocation factors as does the Company. 

WHAT ARE THE CAUSES OF THE DIFFERENCES BETWEEN EACH OF 

THE COST OF SERVICE STUDY RESULTS? 

The differences are due to each parly’s recommended rate bases, revenues and 

operating expenses, as well as the revenue recovery fkom each of the customer 

classes (from the proposed rates). 

- 

DO. THE ACC STMF’S PROPOSED RATES PRODUCE ITS PROPOSED 

RATE OF RETURN FOR EACH CLASS? 
No. Like the Company, the returns provided by the respective parties’ rates vary 

considerably by customer class for each district. 
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Q. 

A. 

Q. 

A. 

Q- 

A. 

A Cost of Service Study Results by District 

1 Mohave Water District 

WHAT IS TEE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 
As shown on Rebuttal Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides the lowest retum under the present rates or -0.12 percent. The 

apartment, coinmercial, and other public authority classes are providing much 

higher returns at 8.85 percent, 7.34 percent and 2.54 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Rebuttal Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class, continues to provide the lowest return under the present rates at 

5.01 percent. This is below the overall required return of 6.81 percent and 

indicates the residential class is not paying its full cost of service. The apartment, 

commercial, and other public authority classes continue to provide much higher 

returns at 13.68 percent, 11.40 percent and 7.12 percent, respectively. These 

results indicate that the apartment, commercial, and other public authority customer 

classes pay more than their respective cost of service and continue to subsidize the 

residential class under the Company’s proposed rates. 

WEAT WOULD BE A SINGLE TIERED RAT3E DESIGN ASSUMtNG A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Rebuttal Schedule G-8, page 4A (all customer classes), I set forth a 
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Q- 

A. 

computation of a single tiered rate design which assumes a portion of the demand, 

customer, services, and meters costs (the “fixed costs”) are recovered via the 

commodity rate. As shown, the 5/8x3/4 inch monthly ininimum would be $16.02 

and the commodity rate $2.378. My computation contemplates 40 percent of the 

demand costs and 40 percent of the customer, services and meters costs are 

recovered via the commodity rate. The overall revenue recovery from the monthly 

minimums translates to about 48 percent of total revenues. 

As shown on Rebuttal Schedule G-8, page 4B (residential class), the 5/8x3/4 

inch monthly lninimum would be $15.98 and the commodity rate $2.493. 

As shown on Rebuttal Schedule G-8, page 4C (apartment class), the 5/8x3/4 

inch monthly minimum would be $13.17 and the commodity rate $2.188. 

As shown on Rebuttal Schedule G-8, page 4D (commercial class), the 
- 

As shown on Rebuttal Schedule G-8, page 4E (other public authority class), 

the 5/8x3/4 inch monthly minimum would be $21.42 and the commodity rate 

$2.0 80. 

HOW DO THE COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Rebuttal Schedule G-8, page 4A, the computed monthIy minimum of 

$16.02 is higher than the proposed monthly minimum of $15.35 for a 5/8x3/4 inch 

metered customer; below the indicated monthly minimum. The computed 

commodity rate of $2.378 is well above the proposed first commodity rate of 

$1.530. The proposed second tier rate of $2.480 is approximately 4 percent higher 

than the computed commodity rate, and the third tier rate of $3.205 is 

approximately 54 percent higher than the computed commodity rate. 

5/8x3/4 inch monthly lninimum would be $16.69 and the commodity rate $2.133. 
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Q- 

A. 

Q= 

A. 

Q. 

A. 

2 Paradise Valley Water District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Rebuttal Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides a return under the present rates of 6.49 percent. The turf: 

commercial, and other public authority classes are providing returns of 0.48 

percent, 6.26 percent, and 8.76 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 
As shown on Rebuttal Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class provides a return under the present rates at 7.43 percent. This is 

above the overall required retum of 6.81 percent and indicates the residential class 

is paying more than its full cost of service. The turf, commercial, and other public 

authority classes provide returns of 1.48 percent and 7.09 percent and 9.77 percent, 

respectively. These results indicate that the turf class pays less than its cost of 

service and the commercial and other public authority customer classes pay more 

than their respective cost of service. 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Schedule G-8, page 4A (all customer classes), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, and meters costs (the “fixed costs”) are recovered via the commodity rate. 
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Q. 

A. 

AS shown, the 5/8x3/4 inch monthly rninimum would be $3 1.36 and the 

commodity rate $1.889. My computation contemplates 40 percent of the deinand 

costs and 40 percent of the customer, services and meters costs are recovered via 

the commodity rate. The overall revenue recovery from the monthly minimums 

translates to about 48 percent of total revenues. 

As shown on Schedule G-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $29.48 and the commodity rate $1.965. 

As shown on Schedule G-8, page 4C (turf class), the 5/8x3/4 inch monthly 

minimum would be $230.31 and the coinmodity rate $1.638. 

As shown on Schedule G-8, page 4D (commercial class), the 5/8x3/4 inch 

inonthly minimum would be $3 1.10 and the commodity rate $1.73 1. 

As shown on Schedule G-8, page 4E (other public authority class), the 

5/8x3/4 inch monthly minimum would be $13.87 and the commodity rate $2.414. - 

HOW DO T m  COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Schedule G-8, page 4A, the computed monthly illinimum of $3 1.36 is 

higher than the proposed monthly minimum of $26.58 for a 5/8x3/4 inch metered 

customer; well below the indicated monthly minimum. The computed commodity 

rate of $1.889 is well above the proposed first and second tier commodity rate of 

$1.1 116 and $1.3234, respectively. The proposed third tier rate of $2.3292 is 

approximately 23 percent higher than the computed commodity rate, the fourth tier 

rate of $2.91 15 is approximately 54 percent higher than the computed commodity 

rate, and the fifth tier rate of $3.4153 is approximately 81 percent higher than the 

computed commodity rate. 
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Q= 

A. 

Q= 

A. 

Q. 

A. 

3 Sun City Water District 

WHAT IS THE RANGE OF THE RETURNS FOR TlTE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As  shown on Rebuttal Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides the lowest return under the present rates or 2.94 percent. The 

commercial class is providing much higher returns at 12.58 percent. The 

remaining other class provides a -6.22 percent return. 

WHAT ARE THIS RETURNS FOR TEIE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Rebuttal Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class, continues to provide the lowest return under the present rates at 

5.78 percent. This is below the overall required return of 6.81 percent and 

indicates the residential class is not paying its fill cost of service. The commercial 

class continues to provide much higher returns at 16.07 percent. The remaining 

other class provides a -6.14 percent return. These results indicate that the 

commercial customer class pays more than their respective cost of service and 

continue to subsidize the residential class under the Company’s proposed rates 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF TEE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA TEE COMMODITY RATES? 

On Rebuttal Schedule G-8, page 4A (all customer classes), I set forth a 

computation of a single tiered rate design which assumes a portion of the demand, 

customer, services, and meters costs (the “fixed costs”) are recovered via the 
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Q* 

A. 

commodity rate. As shown, the 5/8x3/4 inch monthly minimum would be $10.78 

and the commodity rate $1.634. My computation contemplates 40 percent of the 

demand costs and 40 percent of the customer, services and meters costs are 

recovered via the commodity rate. The overall revenue recovery from the monthly 

minimums translates to about 48 percent of total revenues. 

As shown on Rebuttal Schedule G-8, page 4B (residential class), the 5/8x3/4 

inch monthly minimum would be $1 1.39 and the commodity rate $1.600. 

As shown on Rebuttal Schedule G-8, page 4C (commercial class), the 

518x314 inch monthly minimum would be $12.48 and the commodity rate $1.304. 

As shown on Rebuttal Schedule G-8, page 4D (other class), the 5/8x3/4 inch 

monthly minimum would be $1 18.48 and the commodity rate $1.684. 

HOW DO TEE COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY'S PROPOSED RATES? 

Referring to Rebuttal Schedule G-8, page 4A, the computed monthly minimurn of 

$10.78 is higher than the proposed monthly minimum of $10.42 for a 5/8x3/4 inch 

metered customer; somewhat below the indicated monthly minimum. The 

computed commodity rate of $1.634 is well above the proposed frrst, second, third 

tier rates of $0.7336 and $1.3602, respectively. The proposed third tier rate of 

$1.6302 is appro&ately the same as the computed commodity rate, the fourth tier 

rate of $1.8002 is approximately 10 percent higher than the computed cormnodity 

rate, and the fifth tier rate of $2.0102 is approximately 23 percent higher than the 

computed commodity rate. In other words, the proposed first and second tier 

commodity rates are below cost while the proposed fourth and fifth tier rates are 

above cost. 

W' 
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Q- 

A. 

Q9 

A. 

Q9 

A. 

4 Tubac Water District 

WHAT IS THE RANGE OF THE RETURNS FOR THE V M O U S  

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Rebuttal Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides the lowest return under the present rates or -7.58 percent. The 

commercial class is providing a higher return of 6.92 percent. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Rebuttal Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class, continues to provide the lowest return under the present rates at 

3.18 percent. This is below the overall required return of 6.81 percent and 

indicates the residential class is not paying its f!u.ll cost of service. The commercial 

class continues to provide a much higher return at 18.79 percent. These results 

indicate that the commercial customer class pays more than its respective cost of 

service and continue to subsidize the residential class under the Company’s 

proposed rates. 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Schedule G-8, page 4A (all customer classes), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, and meters costs (the “fixed costs”) are recovered via the commodity rate. 

As shown, the 5/8x3/4 inch monthly minimum would be $41.80 and the 
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Q. 

A. 

Q- 

A. 

- 
commodity rate $6.059. My computation contemplates 40 percent of the demand 

costs and 40 percent of the customer, services and meters costs are recovered via 

the commodity rate. The overall revenue recovery fiom the monthly minimums 

translates to about 48 percent of total revenues. 

As shown on Schedule G-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $44.61 and the commodity rate $6.278. 

As shown on Schedule G-8, page 4C (commercial class), the 5/8x3/4 inch 

monthly minimum would be $34.66 and the commodity rate $5.493. 

HOW DO THE COMPUTED SINGLE TIER RATES COMPARE TO TI3CE 

COMPANY’S PROPOSED RATES? 
Referring to Schedule G-8, page 4A, the computed monthly minimum of $4 1.80 is 

somewhat lower than the proposed monthly minimum of $42.36 for a 5/8x3/4 inch 

metered customer. The computed commodity rate of $6.059 is just below the 

proposed first tier commodity rate of $6.10. The proposed second tier rate of $7.15 

is approximately 18 percent higher than the computed commodity rate and the 

fourth tier rate of $7.95 is approximately 31 percent higher than the computed 

commodity rate. In other words, the proposed fEst tier commodity rate is below 

cost while the proposed third and fourth tier rates are above cost. 

5 Mohave Wastewater District 

WHAT IS TEIE RANGE OF TEIE RETURNS FOR TEIE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Schedule G-1, the returns vary substantially between the customer 

classes at the present rates. The largest customer class, the residential class, 

provides the lowest return under the present rates or 1.52 percent. The commercial 

and other public authority classes are providing much higher returns at 30.) 
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Q. 

A. 

rv 
Q= 
A. 

percent and 8.30 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Rebuttal Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class, continues to provide the lowest return under the present rates at 

6.47 percent. This is less than the overall required return of 6.81 percent and 

indicates the residential class is not paying its fidl cost of senrice. The commercial 

and’ other public authority classes continue to provide much higher returns at 47.67 

percent and 14.63 percent, respectively. These results indicate that the 

commercial and other public authority customer classes pay more than their 

respective cost of service and continue to subsidize the residential class under the 

Company’s proposed rates. 

REBUTTAL PROPOSED RATES (H ScaEDULES) 

BRIEFLY DESCRIBE THE H SCHEDULES? 

The Company’s rebuttal filing includes H Schedules for all districts. Rebuttal 

Schedule H-1 is a summary of the revenue billed under present rates and the 

amount that would be generated by the proposed increase in metered water rates. 

Schedule H-2 is an analysis of revenue at present and proposed rates by class and 

meter size in dollar amount and percentage. The average number of customers 

derived fkom the bill count is also shown by meter size and in total. Rebuttal 

Schedule H-3 shows the:present and proposed rate and presents a comparison of 

rates. Exhibit TJB-2R provides the revenue recovery by customer class for all 

districts under the Company, S W ,  and RUCO proposed rates. 
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Q- 

A. 

Q* 

A. 

. 
A Rebuttal Rate Design 

PLEASE DESCRIBE THE RATE DESIGN OF THE PROPOSED RATE 

STRUCTURE FOR THE DISTRICTS. 

The rebuttal proposed rate structures as shown on Rebuttal Schedule H-3 continue 

to balance the objectives of promoting water conservation through inverted tier 

rates, providing rates which are cost of service based, and providing revenue 

stability through increased revenue recovery from the monthly minimums and 

balanced commodity rates. 

1 Comments on Mwder’s  Rate Design Testknow 

PLEASE COMMENT ON THE TESTWLONY OF MR. MAGRUDER 

REGARDING RATE DESIGN. 

Mr. Magruder makes several recommendations including among other things: 1) 

consolidating rates for all districts; 2) Rates designs which include at least five tiers and 

preferably ten tiers; 3) Incorporate a low rate for the smaller residential and commercial 

customers; and 4) the Company should provide a rate design incorporating the foregoing 

parameters in its rebuttal filing? Respectfully, rate consolidation is a process that can take 

a long period of time and is not contemplated in this proceeding. In addition it would 

require input from multiple parties, not just those involved in the instant case. While 

some of Mi. Magmder’s recommendations may have merit, a combined or consolidated 

rate design would have to address a number of important factors, not the least of which is 

the impact on the various customer classes and the potential cross-subsidization between 

systems. Rate consolidation is more an issue of policy. 

-e’ 

Direct Testimony of Marshall Magruder (“Magruder Dt.”) p. 8. 
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Q* 

A. 

Q- 

A. 

Q. 
A. 

2 Mohave Water District 

€€Am YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

FOR TEIE MOHAVE WAzlER DISTRICT? 

No. The rebuttal proposed rate design uses the same number to tiers and break-over 

points as was proposed in the Company’s direct testimony and schedules. Further, 

the percentage of revenue recovery from the monthly minimums and the 

commodity rates are similar to those proposed in the direct testimony and 

schedules. The rebuttal proposed rates are set forth on Rebuttal Schedule H-3, 

pages 1 through 3. 

WHAT WILL BE THE AVERAGE 5/8X3/4 INCH RESIDENTUL 

CUSTOMER AVERAGE MONTHLY BILL TINDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 6,800 gallons is $29.36 - a 

$8.73 increase over the present monthly bill or a 42.3 percent increase. 

Comments on ACC StafPs ProDosed Rate Design a 

PLEASE COMMENT ON THE ACC STAFF’S PROPOSED RATE DESIGN. 

Before I comment on the rate design, I should note that the ACC Staffs proposed 

rates do not produce the revenue requirement and fall short by approximately 

$104,000. That said, the ACC Staffs proposed rate design employs the same tiers 

and break-over points as does the Company’s rate design. The difference in the 

rate designs is in the percentage of recovery from the monthly minimums and 

commodity rates. The Company derives a greater proportion of revenues from the 

monthly minimurns as well as derives a greater proportion of revenues from the 

lower tier commodity rates than does ACC Staffs. Recovering greater 
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Q. 
A. 

proportions of water revenues fkom the monthly minimums and from the lower tier 

commodity rates provides greater revenue stability. 

The Company’s proposed rate design recovers approximately 45.4 percent 

of the metered revenues from the monthly minimums whereas the ACC Staffs 

proposed rate design recovers approximately 41.8 percent of the metered revenues 

&om the monthly minimu.rn~.~ With regard to the commodity rates, Exhibit TJB- 

2R shows that the Company’s proposed rate design recovers approximately 24 

percent of the metered revenues fiom the highest cost commodity rate whereas the 

ACC Staffs proposed rate design recovers approximately 29.9 percent of the 

metered revenues from the highest cost commodity rates! 

b Comments on RUCO’s Proposed Rate Desim 

PLEASE COMMENT ON RUCO’S PROPOSED U T E  DESIGN. 

RUCO’s proposed rate design employs the same tiers and break-over points as’ 

does the Company’s proposed rate design. The difference in rate design is in the 

percentage of recovery from the monthly minimums and commodity rates. The 

Company derives a greater proportion of revenues from the monthly minimums as 

well as derives a greater proportion of revenues from the lower tier commodity 

rates than does RUCO’s. Recovering greater proportions of water revenues fiom 

the monthly minimums and fkom the lower tier commodity rates provides greater 

revenue stability. 

The Company’s proposed rate design recovers approximately 45.4 percent 

of the metered revenues from the monthly minimums whereas RUCO’s proposed 

rate design recovers approximately 42.4 percent of the metered revenues from the 

See Rebuttal Exhibit TJB-2R, pages 1 and 2. 
See Rebuttal Exhibit TJB-2R, pages 1 and 2. 
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monthly minimums.7 With regard to the commodity rates, Exhibit TJB-2R show 

that the Company’s proposed rate design recovers approximately 24 percent of th 

metered revenues from the highest cost commodity rates whereas RUCO’ 

proposed rate design recovers approximately 29.4 percent of the metered revenue 

&om the highest cost commoaity rates! 

A. 

Q* 

9. 

3 Paradise Valley Water District 

HAVE YOU MADE ANY CHANGES TO TEE RATE DESIGN PROPOSE1 

IN THE COMPANY’S DIRECT CASE FILJNG FOR THE PARADIS1 

VALLEY WATER DISTRICT? 

No. The rebuttal proposed rate design uses the same number of tiers and break-ove 

points as was proposed in the direct filing. Further, the percentage of revenuc 

recovery &om the monthly minimums and the commodity rates are similar to thosr 

proposed in the direct filing. The rebuttal proposed rates are set forth on Rebutta 

Schedule H-3 , pages 1 through 3. 

WHAT WILL BE THE AVERAGE 5/8X3/4-INCH AND 1-INCH 

RESIDENTIAL CUSTOMER AVERAGE MONTHLY BILL UNDER TEFE 

NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 518x34 inch residential customer using an average 19,271 gallons is $55.32 - 
a $3.03 increase over the present monthly bill, or a 5.79 percent increase. The 

average monthly bill under proposed rates for a 1-inch residential customer, the 

second largest class, using an average 55,400 gallons is $175.03 - a $9.62 increase 

over the present monthly bill, or a 5.82 percent increase. 

See Rebuttal Exhibit TJB-2R, pages 1 and 3. 
See Rebuttal Exhibit TJB-2R, pages 1 and 3. 
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a Comments on ACC Staffs Proposed Rate Design 

PLEASE COMMENT ON TEE ACC STAFF’S PROPOSED RATE DESIGN. 

Before I comment on the ACC Staffs proposed rate design, I should note that the 

ACC Staffs rates do not produce the revenue requirement and is short by 

approximately $63,000. That said, the ACC S t a f f s  proposed rate design employs 

the same tiers and break-over points as does the Company’s proposed rate design. 

The rate designs are similar in terms of the proportions of revenue recovered from 

the monthly minimums and the commodity rates? 

b Comments on RUCO’s Proposed Rate Desim 

PLEASE COMMENT ON RUCO’S PROPOSED U T E  DESIGN. 

RUCO’s proposed rate design employs the same tiers and break-over points as 

does the Company’s proposed rate design except for the 3-inch and larger 

9COR Water Arizona, Inc. 
.ebuttal Testimony of Thomas J. Bourassa 
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Q- 
A. 

Q9 

A. 

residential meters and the all sizes of commercial meter. RUCO’s proposed rate‘ 

design extends the 5 tier design of the 2-inch and smaller residential customers to 

the 3-inch and larger residential customers. The Company’s proposed rate design 

retains the two tier design for the 3-inch and larger residential meters. With respect 

to the commercial class, RUCO proposes a two-tier design like the Company’s but 

proposes a much lower break-over point for the commercial meters of 70,000 

gallons. The Company proposes to retain the 400,000 gallons break-over point. 

There are further differences in the rate designs in terms of revenue recovery 

(percentage of recovery from the monthly minimums and commodity rates). The 

Company derives a greater proportion of revenues from the monthly minimums as 

well as derives a greater proportion of revenues from the lower tier commoditj 

rates than does RUCO’s proposed rate design. Recovering greater proportions ol 

See Rebuttal Exhibit TJB-2R, pages 4 and 5. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

water revenues fiom the monthly minimums and fiom the lower tier cornmodit4 

rates provides greater revenue stability. 

PLEASE COMMENT ON A 5-TIER RAm DESIGN FOR THE %INCH 

AND LARGER RESIDENTIAL METERS. 

A 5-tier design for the 3-inch and larger residential customers will not be v q  

effective and doesn't fit this type of customer class. These are large water user- 
(typically apartments and condominiums), and they are unlikely to be bcentivized 

to conserve based upon a 5-tier. In other words, for all practical purposes these 

users are unlikely to be able to reduce their water usage below any of the lower tier: 

break-over points. 

PLEASE COMMENT ON LOWERING THE FIRST TIER BREAK-OVER 

POINT FOR THE COMMERCIAL METERED CUSTOMERS OF 70,000 

GALLONS AS RUCO RECOMMENDS. 

A 70,000 gallon break-over point does not fit this customer class and I believe will 

not incentivize these users to conserve. Just as with the 3-inch and larger 

residential customers, for all practical purposes these users are unlikely to be able 

to reduce their water usage below 70,000 gallons. 

DOES THE PARADISE VALLEY RATE DESIGN SUFFER FROM 

BILLING CROSS-OVER; THAT IS WHERE DII?F'ERENT CLASSES OF 

CUSTOMERS COULD PAY LESS THAN TEE OTEIERS FOR THE S A M E  

METER SIZE? 

Yes. At high levels of usage this can happen due to where the break-over points 

are set and whether the customers are on a 5-tier design or a 2-tier design. The 

RUCO's proposed rate design has not eliminated the issue although the potential 

occurrences are fewer. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

WHY DOES THE COMPANY PROPOSE TO RETAIN TEOI S A M E  BASIS 

DESIGN ADOPTED IN ITS LAST RATE CASE? 

The Company sees no reason to change it at this point. In the view of the 

Company, the rate design is encouraging conservation, has been accepted by our 

customers and it has not encountered any issues with potential billing cross-over. 

THANK YOU. PLEASE CONTINUE. 

The Company’s rate design recovers approximately 28.5 percent of the metered 

revenues from the monthly minimums whereas the RUCO’s proposed rate design 

recovers approximately 27.2 percent of the metered revenues from the monthly 

minimUm~.’~ With regard to the commodity rates, Exhibit TJB-2R shows that the 

Company’s proposed rate design recovers approximately 3 5 percent of the metered 

revenues fkom the two highest cost comodity rates whereas the Staffs proposed 

rate design recovers approximately 47.5 percent of the metered revenues from the 

two highest cost commodity rates. ’’ 
4 Sun City Water District 

HAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

IN THE COMPANY’S DIRECT CASE FILING FOR THE SUN CITY 

WATER DISTRICT? 

No. The rebuttal proposed rate design uses the same number of tiers and break-over 

points as were proposed in the direct filing. Further, the percentage of revenue 

recovery fiom the monthly minimums and the commodity rates are similar to those 

proposed in the direct filing. The rebuttal proposed rates are set forth on Rebuttal 

Schedule H-3, pages 1 through 3. 

lo See Rebuttal Exhibit TJB-2l3, pages 4 and 6. 
See Rebuttal Exhibit TJB-2R, pages 4 and 6 .  
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Q- 

A. 

Q- 
A. 

Q. 

WHAT WILL BE THE AVERAGE 5/8X3/4-INCH RESIDENTW 

CUSTOMER AVERAGE MONTHLY BILL UNDER THE NEW RATES? 
As shown on Rebuttal Schedule H-2, page 1, the average monthly bill under the 

Company’s proposed rates for a 5/8x3/4-inch residential customer using an average 

7,203 gallons is $20.73, a $3.38 increase over the present monthly bill, or a 19.45 

percent increase. 

a Comments on ACC Staff‘s proposed Rate Design 

PLEASE COMMENT ON THE ACC STAPF’S PROPOSED RATE DESIGN. 

Before I comment on the ACC Staffs proposed rate design, I should note that the 

ACC Staff‘s rates do not produce the revenue requirement and is short by 

approximately $139,000. That said, the ACC Staff’s proposed rate design employs 

the same tiers and break-over points as does the Company’s proposed rate design. 

The Company’s proposed rate design recovers approximately 3 8.9 percent 

of the metered revenues fiom the monthly minimums whereas the ACC Staffs rate 

design recovers approximately 38.3 percent of the metered revenues from the 

monthly  minimum^.'^ With regard to the commodity rates, Exhibit TJB-2R shows 

that the Company’s proposed rate design recovers approximately 14.6 percent of 

the metered revenues from the two highest cost commodity rates whereas the ACC 

Sta f fs  rate design recovers approximately 16.6 percent of the metered revenues 

h m  the two highest cost commodity rates.I3 

b Comments on RUCO Rate Design 

PLEASE COMMENT ON RUCO’S PROPOSED RATE DESIGN. 

~ _ _ _ _ _ _  ~~~ 

l2 See Rebuttal Exhibit TJB-2R, pages 7 and 8. 
l3 See Rebuttal Exhibit TJB-2R, pages 7 and 8. 
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A. 

Q9 

A. 

- 
RUCO’s proposed rate design employs the same tiers and break-over points as 

does the Company’s proposed rate design. The difference in rate design is in the 

percentage of recovery fiom the monthly minimums and commodity rates. The 

Company derives a greater proportion of revenues fkom the monthly minimums as 

well as derives a greater proportion of revenues fiom the lower tier commodity 

rates than does RUCO’s. Recovering greater proportions of water revenues &om 

the monthly minimlrms and Born the lower tier commodity rates provides greater 

revenue stability. 

The Company’s proposed rate design recovers approximately 38.9 percent 

of the metered revenues fiom the monthly m i n i m u s  whereas RUCO’s proposed 

rate design recovers approximately 36.5 percent of the metered revenues from the 

monthly  minimum.^.'^ With regard to the commodity rates Exhibit TJB-2R shows 

that the Company’s proposed rate design recovers approximately 14.6 percent o t  

the metered revenues fiom the two highest cost commodity rates whereas 

RUCO’s proposed rate design recovers approximately 15.9 percent of the metered 

revenues from the two highest cost commodity rates.I5 

5 Tubac Water District 

ElAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

FOR THE TUBAC WATER DISTRICT? 

No. The rebuttal proposed rate design uses the same number of tiers and break-over 

points as was proposed in the direct filing. Further, the percentage of revenue 

recovery from the monthly minimums and the commodity rates are similar to those 

proposed in the direct filing. The rebuttal proposed rates are set forth on Rebuttal 

Schedule H-3, pages 1 through 3. 

l4 See Rebuttal Exhibit TJB-2R, pages 7 and 9. 
l5 See Rebuttal Exhibit TJB-2R, pages 7 and 9. 
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Q- 

A. 

Q. 

A. 

Q* 

A. 

Q. 

WHAT WILL BE THE AVERAGE 5/8X3/4-INCH RESLDENTU 

CUSTOMER AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 8,348 gallons is $89.23 - a 

$35.66 increase over the present monthly bill or a 66.57 percent increase. 

IS TBE COMPANY CONTINUING TO PROPOSE INCORPORATING 

THE EMSTING STEP 1 ARSENIC COST RECOVERY SURCHARGE 

INTO TEIE.BASE RATES? 
Yes. As shown on Rebuttal Schedule H-3, page 5 ,  the Company is proposing zero 

Step 1 arsenic cost recovery surcharge as these charges are incorporated into the 

base rates. 

IS THE COMPANY PROPOSING A DEFERRED ARSENIC MEDIA 

REPLACEMENT O&M SURCHARGE? 

Yes. The Company proposes to recover $10 1,7 12 over three years and proposes to 

recover 50 percent of the annual amount through a commodity based surcharge and 

50 percent through a fixed charge. Mr. Shawn Bradford discusses the basis for the 

surcharge in his rebuttal testimony. Based upon the test year data, the commodity 

portion of the surcharge will be $0.22607 and the fixed portion for an equivalent 

5/8 inch meter will be $1.7692. Rebuttal Exhibit TJB-3R shows the computation 

of the proposed surcharge and the rates by meter size. 

a Comments on ACC Staffs Proposed Rate Design 

PLEASE COMMENT ON THE ACC STAFF'S PROPOSED U T E  DESIGN. 
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4. 

Q* 

Before I comment on the rate design, I should note that the ACC Staff’s proposed 

rates do not produce the revenue requirement and is short by approximately 

$34,000. That said, the Staffs proposed rate design employs the same tiers and 

break-over points as does the Company’s proposed rate design. The difference in 

the rate designs is in the percentage of recovery from the monthly minimums and 

commodity rates. The Company derives a greater proportion of revenues from the 

monthly minimm as well as derives a greater proportion of revenues froin the 

lower tier commodity rates than does S M .  Recovering greater proportions 01 

water revenues from the monthly minimums and from the lower tier commodity 

rates provides greater revenue stability. 

The Company’s proposed rate design recovers approximately 45-8 percenl 

of the metered revenues from the monthly minimllms whereas the Staff’s proposec 

rate design recovers approximately 38.1 percent of the metered revenues from the 

monthly minimums.’6 With regard to the commodity rates Exhibit TJB-2R shows 

that the company’s proposed rate design recovers approximately 34.8 percent of 

the metered revenues fiom the two highest cost commodity rates whereas the 

Staffs proposed rate d e s i s  recovers approximately 44.4 percent of the metered 

revenues from the two highest cost commodity rates.I7 

b Comments on RUCO’s Proposed Rate Design 

PLEASE COlVMENT ON RUCO’S PROPOSED RATE DESIGN. 

l6 See Rebuttal Exhibit TJB-2R, pages 9 and 10. 
”See  Rebuttal Exhibit TJB-2R, pages 9 and 10. 
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A. 

Q* 

A. 

Q. 

RUCO’s proposed rate design employs the same tiers and break-over points as 

does the Company’s proposed rate design. The difference in rate design is in the 

percentage of recovery fkom the monthly minimums and commodity rates. The 

Company derives a greater proportion of revenues fiom the monthly minimums as 

well as derives a greater proportidn of revenues fkom the lower tier commodity 

rates than does RUCO’s. Recovering greater proportions of water revenues from 

the inonthly minimums and from the lower tier coizlmodity rates provides greater 

revenue stability. 

The Company’s proposed rate design recovers approximately 45.8 percent 

of the metered revenues from the monthly minimums whereas RUCO’s proposed 

rate design recovers approximately 41.6 percent of the inetered revenues froin the 

monthly With regard to the commodity rates Exhibit TJB-2R shows 

that the Company’s proposed rate design recovers approximately 34.8 percent of 

the metered revenues from the two highest cost commodity rates whereas the 

RUCO’s proposed rate design recovers approximately 41.0 percent of the metered 

revenues from the two highest cost commodity rates.Ig 

6 Mohave Wastewatm District 

HAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

FOR TEE MOHAVE WASTEWATER DISTRICT? 

No. The rebuttal proposed rate design uses the same flat rate design as was 

proposed in the direct filing. The rebuttal proposed rates are set forth on Rebuttal 

Schedule H-3, pages 1 through 3. 

WHAT WILL BE THE RESIDENTIAL CUSTOMER MONTHLY BILL 
UNDER THE NEW RATES? 

’* See Rebuttal Exhibit TJB-2R, pages 10 and 12. 
l9 See Rebuttal Exhibit TJB-2R, pages 10 and 12. 
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A. 

Q* 
A. 

Q. 

A. 

Q- 

A. 

Q- 

A. 

As shown on Schedule H-2, page 1, the monthly bill under proposed rates for a 

residential customer is $81.60 - a $25.05 increase over the present monthly bill or 

a 44.30 percent increase. 

DO ACC STAFF AND RUCO ALSO PROPOSE FLAT RATE DESIGNS? 

Yes. 

B Miscellaneous Charges 

PLEASE DISCUSS CELANGES TO THE PROPOSED MISCELLANEOUS 

CHARGES. 

The Company is adopting the ACC S t a r s  recommendation to eliminate the 

Establishment - After Hours and Reconnection - M e r  Hours service charges and 

add an After Hours Service charge which applies to all services provided after 

hours and at the customer's request. 

ARE THERE ANY DISPUTES BETWEEN THE COMPANY AND ACC 

STAPF ON THE MISCELLANEOUS SERVICE CHARGES? 

No. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY I N  THIS 

CASE? 

Yes. 
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Mohave Water - Residential 
6 Year Average Water Usage (kGal) 
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- Linear (12 Month Moving Average In Usage per Cust (kGal)) 

Mohave Water - Commerical 
6 Year Average Water Usage (kGal) 
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-12 Month Moving Average in Usage per C u t  (ktal) 
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Paradise Valley Water - Residential 
6 Year Average Water Usage (kGal) 

16.00 I 

14.00 

12.00 

1 4.00 -I I 
I I 2.00 {~ 1 

-12 Month Moving Average in Usage per Cust (kGal) 

-Linear (12 Month Moving Average in Usage per Cust (kGaI)) 

Paradise Valley Water - Commerical 
6 Year Average Water Usage (kGal) 

I i 91.50 , 
81.50 

71.50 

6150 

51.50 

41.50 

I 31.50 L I  
21.50 I P l  

-12 Month Moving Average in Usage per Cust (kGal) 

-Linear (12 Month Moving Average in Usage per Cust (kGal)) 
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Sun City Water - Residential 
6 Year Average Water Usage (kGal) 

16.00 

14.00 

12.00 

I 

-l2 Month Moving Average in Usage per Cust (kGal) 

-!inear (12 Month Moving Average in Usage per Cust (kGal)) 

Sun City Water - Commerical 
6 Year Average Water Usage (kGal) 
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Tu bac Water - Residential 
6 Year Average Water Usage (kGal) 
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Tubac Water - Commerical 
6 Year Average Water Usage (kGal) 
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Mohave Water District 

Revenue Breakdown Summary 
”.? Company Proposed Rates 

518 Inch Residential 
314 lnch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

Wax314 Inch Apartment 
314 Inch Apartment 
1 Inch Apartment 
1.5 Inch Apartment 
2 Inch Apartment 
4lnch Apartment 
6 Inch Apartment 

518 Inch Commercial 
3/4 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
6 Inch Commercial 

5/8x3/4 Inch Other Publichthority 
.- 1 Inch Other PubIicAuthority 

7.5 Inch Other PublicAuthority 
2 Inch Other PublicAuthority 
3 Inch Other PublicAuthority 
4 Inch Other PublicAuthority 
6 lnch Other PublicAuthority 

2 Inch Fire 
4Inch fire 
6 Inch Fire 
8 Inch flre 
Public Hydrant 

TOTALS 
Percent of Total 
Cummulative % 

Monthly Commodity Commodity Commodity Commodity 
First Ter Second Tier Third Tier Fourth Tier 

2,694,720 $ 626,809 $ 1,148,739 $ 1,028,004 $ 
737 193 632 

35,639 21,757 42,075 

35,723 23,617 27,338 

12,168.59 $ 12,904.36 $ 12,527.84 $ 

24,399 15,101 21,047 
184 

1,841 1,619 1,990 
210.902 102,703 i 2 5 , m  

9,207 5,590 5.910 
9,207 8,928 35,688 

70,755.80 $ 44,322.49 $ 59,490.74 $ 

91,533 51,695 100,979 
2,762 1,530 23 I 

303,585 178,066 374.327 
37,319 12.336 21,625 
9,207 5,426 7.032 

27.621 18,129 88,625 

3,314.52 $ 5,091.44 $ - $  
5,064 5,959 

92 1 126 
67,764 127,408 
5,892 34,502 
4,604 9,082 
9,207 38,596 

467 $ 652 8 - $  
7,820 2,366 
7,760 1,104 
3,808 394 

12,821 6,904 

1.112 
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Commodity 
Fifth Tier Total 

$ 5,498,272 
2.674 

99,470 

86,678 

$ 37,601 
184 

60,547 
5,451 

439.477 
20,707 
53,823 

$ 174,569 

244.206 
4,523 

855,979 
71,280 
21,665 

134,374 

$ 8,406 
11,023 
1,047 

195,171 
40,394 
13,685 
47,803 

$ 1,119 
10,186 
8,863 
4,202 

19.725 

$ 3,706,951 8 1,362,911 $ 2,074,129 $ 1,029,116 $ - $  - $ 8,173,107 
45.36% 16.68% 25.38% 1259% 0.00% 0.00% 100.00% 
45.36% 6203% 87.41% 100.00% 100.00% 100.00% 

Cateaorv 
Minimum 
Lowest Cost Commodity rate 
2nd cowF?st Cost Commodw rate 
Highest Cost Commodity rate 

Revenue & Cummulative 
S 3,708,951 45.36% 45.36% 

627,002 7.67% 53.03% 
1.885.281 23.07% 76.09% 
119531874 23.91% 100.00% 

$ 8.173.107 
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Mohave Water District - Staff Proof 

Revenue Breakdown Summary 
-. Staff Proposed Rates 

Monthly Commodity - Mins First Tier 
518 Inch Residential 9 2,2a2,917 $ 458,840 
314 Inch Residential 936 141 
1 Inch Residential 30.193 19,301 
1.5 Inch Residential 
2 Inch Residential 30,264 20,950 
6 lnch Residential 

Exhibit TJB-2R 
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Commodity Commodity Commodity Commodity 
Second Tier Third Tier Fourth Tier Fifth Tier 

$ 1,019,043 $ 1,133,375 $ - $  - $ 4,944,175 
561 1,280 2,918 

48,434 97,927 

31,470 82.684 

5/8x3/4 Inch Aparbnent $ 10,309.00 $ 11,447.41 $ 14,421.29 $ - $  - $  - $ 36,178 
314 Inch Apartment 234 234 
1 Inch Apartment 20,670 13,396 24,228 58,294 
1.5 inch Apartment 1,560 1,437 2,291 5,288 
2lnch Apartment 178.872 91.1 07 144,897 414,676 

6 Inch Aparhnent 7,800 7,920 41,081 56.801 
4 Inch Apartment 7,800 4,959 6.803 19,582 

518 Inch 
314 Inch 
1 inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

$ 59,943.00 

77,545 
2,340 

257,192 
31,616 
7,800 

23,400 

$ 39,310.34 

45,859 
1,357 

157,962 
10,944 
4,814 

16,082 

$ 68,482.10 

116,241 
266 

430,902 
24,893 
8,095 

102,019 

- $  - $  167,743 

239,645 
3,963 

846,057 
67,453 

141,501 
20,708 

518x314 Inch Other Public Authority $ 2,808.00 $ 4,516.60 $ - $  - $  - $  - $ 7,325 
__., 1 Inch Other Public Authority 4,290 5287 9,577 

1.5 Inch Other Public Authority 780 112 892 

3 Inch Other Public Authority 4,992 30.606 35,598 
2 Inch Other PubbAuthority 57,408 113,023 170,431 

4 Inch Other Public Authority 3,900 8,056 11,956 
6 Inch Other Public Authority 7,800 34,239 42,039 

2 lnch Fire 
4 Inch Fire 
6 Inch Fire 
a inch Fire 
Public Hydrant 

$ 471 $ 578 $ - $  - $  - $  - $ 1,049 
7,878 2,099 9,977 
7,818 979 8,797 
3,837 350 4,186 

12,917 6,125 19,042 

TOTALS $ 3,146,089 $ 1,111,805 $ 2,084,128 5 1,184,655 $ - $  - S 7,526.677 
Percent of Total 41.80% 14.77% 27.69% 15.74% 0.00% 0.00% 100.00% 
Cummulative % 41.80% 56.57% 84.26% 100.00% 100.00% 100.00% 

Cateaory 
MI n i m u rn 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue 1 cummulative 
s 3,146,089 41.80% 41.80% 

458,982 6.10% 47.90% 
1.672426 22.22% 70.12% 
2,249,180 29.88% 100.00% 

$ 7,526,677 
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Mohave Water District - RUCO Proof 
RUCO Proposed Rates 
Revenue Breakdown Summary 

518 Inch Residential 
314 inch Residential 
1 Inch Residential 
1.5 lnch Residential 
2 Inch Residential 
6 Inch Residential 

518xW4 Inch Apartment 
314 Inch Apartment 
1 Inch Apartment 
1.5 Inch Apartment 
2lnch Apartment 
4 Inch Apartment 
6 Inch Aoarbnent 

518 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
6 Inch Commercial 

5/8x314 Inch Other Public Authority 
1 Inch Other PublicAuthority 
1.5 Inch Other Public Authority 
2 Inch Other Public Authority 
3 Inch Other PublicAuthority 
4 Inch Other PublicAuthority 
6 Inch Other PublicAuthorily 

2 Inch Fire 
4 inch Fue 
6 Inch Fire 
8 Inch Fire 
Public Hydrant 

TOTALS 
Percent ofTotal 
Cummulative % 

Monthly Commodity Commodity Commodity Commodity - Mins Flnt Tier Second ner Third ‘Tier Fourth Tier 
2,001,943 $ 376,905 8 889,346 $ 1,013,570 $ 

1.097 547 116 477 
26,477 16,844 34,723 

26,539 18,284 22,561 

9,040.20 $ 9,990.47 $ 12.351.95 $ 
137 

18,126 11,891 20,752 
1,368 1,254 1,962 

156,882 79,512 124,105 
6.840 4,328 5.827 
6,840 6,912 35,187 

52,565.40 $ 34,314.18 $ 58,655.46 $ 

68,001 40,022 99,562 

225,538 137.858 369,071 
27,725 9,551 21,321 
6.840 4,201 6,933 

20,520 14,035 87,380 

2,052 1,185 228 

2,462.40 $ 3.941.76 $ - a  
3,762 4,614 

684 98 
50,342 98,838 
4,378 26,711 
3,420 7,031 
6,840 29,881 

404 8 505 $ - 8  
6,765 1,832 
6,718 854 
3,296 305 

11,097 5,345 
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Commodity 
Fiffh Tier 

4,281,764 
2,236 

78,044 

67,384 

31,383 
137 

50,569 
4,584 

360,299 
16,995 
48,939 

145,535 

207,585 
3,464 

732,467 
58,597 
17,974 

121,936 

6,404 
8,376 

782 
148,980 
31,089 
10,451 
36,721 

909 
8,597 
7,572 
3,601 

16.443 

$ 2,757,947 $ 946.757 $ 1,790,443 $ 1,014.667 $ - $  - $ 6,509,814 
0.00% 100.00% 4237% 14.54% 27.50% 15.59% 0.00% 

42.37% 56.91% 84.41% 100.00% 100.00% 100.00% 

CateQOW 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue z? Cummutatwe 
$ 2,757,947 42.37% 42.37% 

377.021 5.79% 48.16% 
1,459,559 22.42% 70.58% 
1.91 5,287 29.42% 100.00% 

8 6,509,814 
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Paradise Valley Water District 

Revenue Breakdown Summary 
.- Company Proposed Rates 

Monthly C o m o d i i  Commodity Commodity Commodity Commodity Commodity 
Mins flrst Tier Sec ond Tier Third Tier Fourth Tier Fmh Tier Sixth Tier Total 

518 Inch Residential $ 676,605 $ 117,890 $ 170,260 $ 332.466 $ 220.985 $ 126.048 $ - $ 1.644,254 
3/4 Inch Residential 8,958 1,401 1.555 4,267 4,524 1,882 22,587 
1 Inch Residential ir263,8a8 127,901 269.247 844.549 936.142 1,074,953 4,516,681 
1.5 Inch Residential 184,894 10,417 21,490 68,314 90,059 208,388 583.563 
2 Inch Residential 280,467 10.165 22,998 86,351 125,607 492,362 1,017,951 
6 Inch Residential 

518 Inch Commercial $ 21,054.17 S 11,189.51 $ - $  - $  - $  - $  - $ 32,244 
3/4 Inch Commerclal 
1 Inch Commwcial 45,298 11 6,617 13,782 175,698 
1.5 Inch Commercial 3'1,007 64,871 6,825 102,703 
2 Inch Commercial 269,749 663,136 261,966 1.194.850 

4 Inch Commercial 5,870 9,910 7,924 23,703 
3 Inch Commercial 35,090 29,513 82,734 147,337 

6 Inch Commercial 47,184 26,603 145.991 219,778 

5/Bx314 IncOther PubScAuthority $ 957.01 $ 103.22 8 - $  - 8  - $  - $  - $ 1,060 
1 inch Other PublicAulhorily 1,276 4.387 5.663 
2 Inch Other PubEc Authority 10.71 8 4.703 15,421 

3 inch Turf 3,509 26,089 - $ 29.598 
4InCh Turf 5,870 121,742 127,611 
6 Inch Paradis8 Valley Camby Club 10,027 335,609 345,636 
Private Fire 8.520 933 9,453 

TOTALS 
Penxnt of Total 28.49% 16.48% 9.84% 13.08% 13.48% 18.63% 0.00% 100.00% 
Cummulative % 28.49% 44.97% 54.81% 67.88% 81.37% 100.00% 100.WI 

- 

""--. 

Cateaory 
Milmum 
Lowest Cost Commodlty rate 
2nd Low& Cost Commodity rate 
3rd Lowest Commodity Rates 
2nd Highest Commodity Rates 
Highest Cost Commodity rate 

Revenue - % Qxnmulative 
$ 0 0.00% 0.00% 
$ 149,884 1.47% 1.47% 
$ 315.291 3.09% 4.55% 
$ 2,381,503 23.31% 27.87% 
$ 1,675,555 16.40% 44.27% 
$ 1,903,634 18.63% 62.90% 
$ 6,425,067 
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Paradise Valley Water Disblct - Staff Proof 

Revenue Breakdown Summary 
- Staff Proposed Rates 

-. 

518 Inch Residential 
314 Inch Residential 
1 inch Residential 
1.5 Inch Residential 
2 Inch Residentlal 
6 Inch Residential 

518 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
I .5 Inch Commercial 
2 Inch Commemial 
3 Inch Commercial 
4 Inch Commercial 
6 Inch Commercial 

5/8x3/4 Incother Public Authortty 
1 Inch Other PublicAuthority 
2 Inch Other Public Authority 

3lnch Turf 
4lnch Turf 
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Monthly Commodity Commodity Commodity Commodity Commodity Commodity 
econd Tier Third Tier Fourth Tier F i h  Tier S i h  Tier Mins FirstTiq S 

5 640,118 5 111,353 $ 160,819 $ 328,304 5 
8,475 1,323 

1,195.732 120,809 
174,923 9,840 
265,343 9,601 

5 19,918.80 $ 

42,856 
29,335 

255,202 
33,198 
5,553 
44,640 

10,569.00 5 

110,150 
61,273 

626.362 
27,876 
9,360 

25.128 

5 905.40 $ 97.50 5 
1,207 4,144 

10.140 4,442 

3.320 22,885 
5,553 106,791 

6 Inch Paradise Valley counay Club 10.286 294,394 
Private Fire 8.520 818 

1,469 4,214 
254,316 833,975 
20,299 67,458 
21,723 85,270 

- $  - 5  

13,018 
6.447 

247,439 
78,146 
7,484 

137,895 

- 5  - $  

208.731 $ 118,984 $ 
4,274 1,776 

884,229 1,014.713 
85,065 196,710 

118,642 464,771 

- $  - $  

- $  - 5  

5 1,568,307 
21,530 

4.303,773 
554.295 
965,349 

v sopaa 

166,024 
97,055 

1,129,003 
139,220 
22.397 

207,663 

5 1,003 
5,351 

14,583 

$ 26,205 
112,344 
304,680 

9.338 

TOTALS $ 2,755.224 $ 1,557,214 $ 949,054 $ 1,319,221 $ 1,300,939 $ 1,796,955 5 - $ 9,678.607 
Percent of Total 28.47% 16.09% 9.81% 13.63% 13.44% 18.57% 0.00% 100.00% .. 
Cummulative % 28.47% 44.56% 54.36% 87.99% 81.43% lOQ.OO% lOO.W% 

.G&Eu 
Minimum 
Lowest Cast Cotnmodii rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Commodity Rates 
2nd Highest Commodity Rates 
Highest Cost CommodHy rate 

Revenue ’. Cummulative 
5 2,755,224 28.471 28.47% 
5 252,925 2.61% 31.08% 
5 458,625 4.74% 35.82% 
$ 2,623.510 27.1 1 Yo 62.93?4 
$ 1,791,369 18.51% 81.43% 
5 1.796,955 18.57% 100.00% 
$ 9.678.607 
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Paradise Valley Water District- RUCO Proof 

Revenue Breakdown Summary 
3.- RUCO Proposed Rates 

Monthly Commodity Commodity 
Minr First Tier Second Tier 

518 Inch Residential S 559,944 $ 84,840 $ 128,655 
314 inch Residential 7,452 1,008 1,175 
1 Inch Residential 1,069,740 92.045 203,453 
1.5 Inch Residentlal 154,560 7,497 16,239 

6 Inch Residential 
2 inch Residential 235,500 7.315 17,378 

h 

5/8 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
commercial 

$ 17,424.00 

38,340 
25,920 

226,500 
30,000 
5.040 

40,800 

$ 9,685.80 

51,373 
25,076 

179.300 
7,490 
1,512 
5,704 

$ 117.00 

100,820 
60,883 

987.547 
132.333 
21,642 

209,014 

Commodity 
Third Tier 

8 256.933 
3,298 

652,676 
52.793 
66,733 

Commodity 
Fourth Tier 

S 176.093 
3,605 

745,968 
71,764 

100,090 
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Commodii 
Mth Tie[ 

$ 110.721 
1,653 

944,241 
183,049 
432,492 

Commodity 
S l h  Tier Total 

$ - $ 1%,186 
18,191 

- 3,708,123 
445,902 
859,509 

27,227 

190,533 
11 1,878 

,393,346 
169,823 
28,194 

255,518 

5/8x3/4 Incother Public AuthonYy $ 792.00 $ 90.00 $ - 0  - 5  - $  - $  - $  882 
1 inch Other Public Authority 1.080 3,825 4.905 
2 Inch Other Public Authority 9,000 4,100 13,100 

3inch Turf 3.000 21,387 - $ 24,387 
4lnch Turf 5,040 99,799 104,839 
6 Inch Paradise Valley Counhy Club 10,286 275,522 285,808 
Private Fire 8,520 766 9.286 

TOTALS $ 2,448,938 $ 878.334 $ 1,879.255 t 1.032.434 $ 1,097,520 $ 1,672,156 $ 
Percent of Total 27.18% 9.75% 20.86% 11.46% 12.18% 18.56% 
Cummulative W 27.18% 36.93% 57.79% 69.26% 81..44% 100.00% lOO.0Ooh 

0.00% 100.00% 

catmow 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Commodity Rates 
2nd Highest Commodity Rates 
Highest Cost Commodity rate 

Revenue 1 Cummulative 
$ 2,448,938 27.1 8% 27.1 8% 
$ 192,705 214% 29.32% 
$ 366,900 4.07% 33.40% 
$ 1.718.083 19.07% 52.47% 
$ 2,609.875 28.97% 81 44% 
S 1,672,156 18.56% 100.00% 
$ 9,008.637 



EPCOR Water Arizona 
Docket No. WS-01303A-14-0010 

Sun City Water District 
Company Proposed Rates 
Revenue Breakdown Summary 

518 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
3 Inch Residential 
6 Inch Resldential 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
4 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Monthly m- 
$ 2,349,785 

121,215 
126,083 
81 5,397 
431,737 

4,003 
12,509 

$ 27.687.21 
2,001 

48,083 
i7a,ioi 
209,072 
49,870 
15,637 
45,346 

Commodity 
First Tier 

$ 162,465 
8,317 
3,450 

953,211 
437,269 

5,660 
15,140 

$ 12,861.61 
1.744 

35,846 
123,598 
186,195 
38,997 
21,291 
55,831 

Commodity 
Second Tier 

$ 546,433 
27,801 
11,194 

9 15,943 
354,232 

7,862 
766 

$ 14,310.61 
5,608 

57,751 
159,436 
264,359 
71,614 

104,400 
344,921 

Commodity 
Third lief 

$ 1,114,712 
58,993 
25,707 

Commodity 
Fourth Tier 

$ 227,011 
13,494 
9,021 
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Commodity 
Fifth Tie Total 

$ 383,164 $ 4,783.549 
22.757 $ 252,578 
77,690 S 253,146 

- $ 2,684,551 
- S 1,223,237 
- $ 17.525 - $ 28.415 

54,859 
9,354 

141,680 
461,136 
659,626 
160,482 
141,327 
446.099 

2 Inch Irrigation $ 2.216 8 4,049 $ - $  - $  - $  - $ 6,265 
Raw 129,768 - $ 129,768 
Peoria - Public Interruptible 39 - $  39 

3 Inch Fire $ 128 $ - $  - s  - $  - $  - $  128 
4lnch Fire 7,405 - $ 7,405 
6 Inch Fire 8,950 - $ 8,950 
8 Inch Fire 1,841 - S 1,841 

Private Hydrant - Peoria 4,752 - $ 4.752 

TOTALS $ 4,461.856 $ 2,195,693 $ 2,886.633 $ 1,199,412 $ 249,525 $ 483,592 8 11,476,711 
Percent of Total 38.88% 19.13% 25.15% 10.45% 2.17% 4.21% 100.00% 
Cummulative % 38.88% 58.01% 83.16% 93.61 % 95.79% 100.00% 

Categoiy Revenue - % Cummulative 
Minimum $ 4,461,856 38.8a% 38.88% 
Lowest Cost Commodity rate $ 1,719,320 14.98% 53.86% 
2nd Lowest Cost Commodity rate $ 1,864,232 16.24% 70.10% 
3rd Lowest Cost Commodity rate $ 1,675,777 14.60% 84.70% 
2nd Highest Cost Commodity rate $ 240,504 2.1 0% 86.80% 
Highest Cost Commodity rate $ 1,428,302 1245% 97.1 5% 

$ 11,390,000 
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Sun City Water District - Staff Proof 
Staff Proposed Rates 
Revenue Breakdown Summary 

.---. 

.-- . 

5/8 Inch Residential 
3/4 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
3 Inch Residential 
6 Inch Residential 

5/8 Inch Commercial 
3/4 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
4 Inch Commercial 

Monthly Commodity Commodity 
First Tier Second Tier 

$ 2,141.414 $ 166,106 $ 470,024 
165,699 8.504 23,914 
114,903 3,527 9,629 

393,452 349,533 382,039 

11,400 12,102 826 

743,090 761,955 987,845 

3,648 4,524 8,479 

$ 25,232.00 
2,736 

43.819 
162,308 
190,532 

14,250 
41,325 

45,448 

$ 10,281.00 $ I 
1,394 

28,654 
98,799 

148,836 
31,173 
17,019 
44,629 

15,433.99 
6,049 

62,284 
171,952 
285,111 

77,236 
112.595 
371,998 

Commodity 
Third Tier 

3 977,817 
51,748 
22,550 

Commodity 
Fourth Tier 

$ 232,030 
13,792 
9,220 
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Commodity 
Ffi Tier 

$ 413.221 $ 
24,544 $ 
63,709 $ 

- $  
- $  
- $  
- $  

- $  

- Total 
4,400,612 

288,201 
243.618 

2,492,890 
1,125,024 

16,651 
24,328 

50,947 
10,179 

134,757 
433,059 
624,479 
153,856 
143,864 
457,952 

2 Inch Irrigation $ 2,040 $ 4,589 $ - $  - $  - $  - $ 6,629 
Raw 154,332 - $ 154,332 
Peoria - Public Interruptible 40 - $  40 

3lnch Fm $ 130 $ - $  - $  - $  - $  - s  130 
4 Inch Fire 7,513 - $ 7,513 
6 Inch Fire 9,080 - $ 9,080 
8 Inch Fire 1,868 - s 1,868 

Private Hydrant - Peoria 4.822 - $ 4,822 

TOTALS $ 4.124.748 $ 1,845,957 $ 2.985.414 $ 1,052,116 $ 255,042 S 521,553 $ 10,784,831 
Percent of Total 38.25% 17.12% 27.66% 9.76% 2.36% 4.04% 100.00% 
Cummulative % 38.25% 55.36% 83.04% 92.80% 95.16% 100.00% 

Category 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Cost Commodity rate 
2nd Highest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 4,124.748 38.25% 38.25% 
8 1,465,172 13.59% 51.83% 
8 1,882,755 17.46% 69.29% 
$ 1,432,901 13.29% 02.58% 
$ 245,822 2.28% 84.85% 
$ 1,540.424 14.28% 96.86% 
$ 10,691,822 
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Sun City Water District - RUCO Direct 

Revenue Breakdown Summary 
<- RUCO Proposed Rates 

Monthly Commodity Commodity Commodity Commodity Commodity 

518 Inch Residential $ 
314 Inch Residential 
1 inch Residential 
1.5 Inch Residential 
2 inch Residential 
3 Inch Residential 
6 Inch Residential 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
4 inch 

Commercial 
Commercial 
Commercial 
Ccmmerdal 
Commercial 
Commercial 
Commercial 
Commercial 

2 inch Irrigation $ 
Raw 
Peoria - Public Interruptible 

3 inch Fire $ 
4 Inch Fire 
6 Inch Fire 
8 Inch Fire 

Private Hydrant - Peoria 

- Mins FirstTier SecondTler Third3 r FourthTier FifthTier Total 
1,974,609 $ 161,610 $ 429,931 $ 931& $ 208,562 $ 379,218 $ 4.085,319 
101,861 
105,904 
684,894 
362.649 
3,362 
10,507 

23.266.56 $ 
1,682 
40,387 
149,596 
175,615 
41,890 
13,134 
38,089 

1,862 $ 

33 

117 S 
6,762 
8.173 
1.681 
4.340 

8.273 21,874 
3,432 8,808 
11,408 33,456 
3,758 11,010 

18 51 
18 51 

9,731.58 
1,320 
27,123 
93,519 
140,882 
29.507 
16,110 
42,244 

$ 14,163.96 $ 
5,551 
57,159 
157,803 
261,650 
70,880 
103,330 
341,387 

4,028 $ - $  
129,086 

- $  - $  

49.291 
21,480 
126,643 
41,807 

196 
196 

- $  

- 8  

- $  

12,397 22,524 $ 216,221 
8,288 76,894 $ 224,804 
75,209 1,591,294 $ 2,522,904 
24,840 712,212 $ 1,156.276 

119 13,464 $ 17,210 
119 16.918 $ 27,809 

47,162 
8.553 

124,669 
400,918 
578,147 
142,277 
132,573 
421,720 

- $  - $ 5,890 
- $ 129,086 
- $  33 

- $  - $  117 - 9 6,762 
- $ 8.173 - $ 1,681 - $ 4,340 

TOTALS $ 3,750,416 $ 682,066 $ 1,517,105 $ 1,171,001 $ 329,534 $ 2,812,523 $ 10,262,645 
Percent of Total 36.54% 6.65% 14.78% 1 1.41 % 3.21% 27.41% 100.00% - ._ 

Cummulative % 36.54% 43.1 9% 57.97% 69.38% 72.59% 100.00% 

Category 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Cost Commodity rate 
2nd Highest Cost Commodity rate 
Highest Cost Commodity rate 

% Cummulative Revenue - 
8 3,750,416 36.54% 36.54% 
$ 321,630 3.13% 39.68% 
$ 505,181 4.92% 44.60% 
$ 1,531,437 14.92% 59.52% 
S 220.959 2.15% 61.68% . - .  
$ 1,413,665 13.77% 73.30% 
8 7,743,289 
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Tubac Water District 
Company Proposed Rates 
Revenue Breakdown Summary 

518 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
4 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Monthly Commodity Commodity 
_. Mins First Tier Second Tier 

$ 244,759 8 65,887 $ 106,403 
$ - $  - $  

30,288 23,210 3,975 

16,266 12,308 628 

$ 26,306 

22.875 
5,083 

56,933 
3,389 

$ 22,919 $ 7,958 

15,611 24,899 
3,330 

49,399 14,501 
1,887 791 

Commodity 
Third Tier 

$ 71.074 
$ 

$ - $  

Comm odty 
Fourth Tier 

$ 55.435 
$ 
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Commodity 
Fifth Tier Total - - $ 543,559 

- $ 57,473 
- $  
- $ 29,202 
- $  

$ - 9  
$ 

- $  57,182 

63,385 
8,413 

120.832 
6,066 

TOTALS $ 405.898 $ 194,551 $ 159,155 $ 71.074 $ 55,435 $ - $ 886,113 
Percent of Total 45.81% 21.96% 17.96% 8.02% 6.26% 0.00% 100.00% 
Cummutative % 45.81 % 67.76% 85.72% 93.74% 100.00% 100.00% 

% Cummutative Cateaory Revenue - 
Minimum $ 405.898 45.8 1 % 45.81% 
Lowest Cost Commodity rate S 65,887 7.44% 53.24% 
2nd Lowest Cost Commodity rate $ 106.403 12.01% 65.25% 
2nd Highest Cost Commodity rate $ 199,737 22.54% 87.79% 
Highest Cost Commodity rate $ 108,187 12.21% 100.00% 

$ 886,113 
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Tubac Water District - Staff Proof 

Revenue Breakdown Summary 
i? Staff Proposed Rates 

R 

,- 

5/8 Inch Residential 
3/4 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

518 Inch Commercial 
3/4 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
4 Inch Commercial 

TOTALS 
Percent of Total 
Cummuiative % 

Monthly Commodity Commodity Commodity - Mins First Tier Second Tier Third Tier 
$ 173,340 $ 45.081 $ 
$ - $  

21,450 

11.520 

$ 18.630 $ 

16,200 
3,600 

40,320 
2,400 

- $  
24,354 

12,914 

24,047 0 

16,380 
3,494 

51,832 
2,980 

86,693 $ 69,881 
- 8  

4,765 

753 

9,539 $ 

29,845 

17,381 
948 
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Commodity Commodity 
Fourth Tier Fifth Tier 

$ 66.446 $ 
Total 
441,440 

50,568 

25,187 

52,216 

62,425 
7.094 

109,533 
5,327 

$ 287,460 $ 180,081 $ 149,922 $ 69,881 $ 66,446 $ - $ 753.790 
38.14% 23.89% 19.89% 9.27% 8.81% 0.00% 100.00% 
38.14% 62.03% 81.91% 91.19% 100.00% 100.00% 

Cateaory 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
2nd Highest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue Cummulatiie 
$ 287,460 38.14% 38.14% 
$ 45,081 5.98% 44.12% 
$ 86,693 11.50% 55.62% 
$ 204.882 27.q 8% 82.80% 
$ 1291675 17.20% 100.00% 
$ 753.790 
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Tubac Water District - RUCO Proof 

Revenue Breakdown Summary 
--. RUCO Proposed Rates 

Monthly Commodity Commodw Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier Fourth Tier Fifth Tier Total 

5/8 Inch Residential $ 190,674 $ 65,606 $ 61,362 $ - $ 450.276 47,161 $ 85,472 $ 

c. 

3/4 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

5/8 Inch Commercial 
3/4 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
4 Inch Commercial 

$ - $  
23,595 

12,672 

$ 20,493 $ 

17,820 
3,960 

44,352 
2,640 

- $  
22,864 

12,124 

22,577 $ 

15,378 
3,280 

48,662 
1,858 

- $  
4,400 

695 

8,809 $ 

27,562 

16,051 
875 

- $  

- s  

- s  - s  
- $ 50,859 
- $  
- $ 25,491 
- $  

- $ 51,878 
- $  
- $ 60,760 - $ 7,240 
- $ 109,065 - $ 5,374 
- $  
- $  

- $  

TOTALS $ 316,206 $ 173,905 $ 143,864 $ 65,606 $ 61,362 $ - $ 760.943 
Percent of Total 41.55% 22.85% 18.91% 8.62% 8.06% 0.00% 100.00% 
Cummulative % 41.55% 64.41 % 83.31% 91.94% 100.00% 100.00% 

% Cummulative Catwory Revenue - 
Lowest Cost Commodity rate 8 47,161 6.20% 47.75% 
2nd Lowest Cost Commodity rate 9 85,472 1 I .23% 58.98% 

Minimum $ 316,206 41.55% 41.55% 

2nd Highest Cost Commodity rate ' $ 192,350 25.28% 04.26% 
Highest Cost Commodity rate $ 119,754 15.74% 100.00% 

$ 760,943 
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Tubac Water District 

ComDutation of Deferred Arsenic Media ReDlacement 08M Surchame 

Total Amount to be Recovered 
Amortization Period (years) 
Annual Amount to be Collected 
50% of Annual Amount to be Recovered via Commodity Surcharge = [3] x .5 
Gallons Sold in Test Year (in 1,000s) 
Commodity Surcharge = [2] / [3] 

50% of Annual Amount to be Recovered as Fxed Charge = [3] x .5 
Number of Equivalent 5/8 inch meters 
Annual Charge for an Equivalent 5/8 inch meter = [5] I [SI 
Monthly Charge for an Equivalent 518 Inch meter = m / 12 

Meter Skq 
518 Inch Meter 
314 Inch Meter 
I Inch Meter 
1 112 Inch Meter 
2 Inch Meter 
3 Inch Meter 
4 Inch Meter 
6 Inch Meter 
8 Inch Meter 
10 Inch Meter 
12 Inch Meter 

S 101,712 
3 

$ 33,904 
$ 16,952 

$ 0.22607 

$ 16,952 
799 

$ 21.23 
$ 1.77 

W8" 
Fixed Cham 
$ 1.77 

1.77 
1.77 
1.77 
1.77 
1.77 
1.77 
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EXECUTIVE SUMMARY 

Thomas J. Bourassa testifies as follows: 

Mi. Bourassa responds to the RUCO surrebuttal testimony on the declining usage 
adjustment. He explains the declining usage adjustment is based upon known and 
measurable changes to customer usage that have occurred since the last rate case due the 
implementation and continued use of conservation oriented rates. He explains the goal of 
conservation rates is to reduce customer usage. 

Mr. Bourassa responds to Mr. Magruder’ s surrebuttal testimony on rate discrimination. 
He explains that each district has its own cost of service which reflects differences in the 
facilities necessary to provide service to customers in each district as well as the mix of 
customer classes, among other things. To suggest that because rates are different for 
customers in another district is rate discrimination is unfounded. 

Mr. Bourassa reports on the results of his rejoinder cost of service studies (G Schedules) 
for the Mohave Water District, Paradise Valley Water District, Sun City Water District, 
Tubac Water District and the Mohave Wastewater District. He summarizes the rejoinder 
cost of service results and explains what the indicated monthly minimums and single tier 
commodity rates should be for each district and their respective customer classes. 

Mr. Bourassa also discusses the roposed rates portions of the H Schedules. He explains 

the Company’s rate design compares to the ACC Staffs and RUCO’s rate designs. He 
compares the proposed rates to the results of his cost of service study. Generally, the 
Company’s proposed monthly minimums continue to be less than the indicated monthly 
minimums and below actual cost for the monthly minimum. The proposed lower tier 
commodity rates continue to be discounted below the indicated commodity cost of water. 

the proposed rate designs for eac K district and the impact on customers. He discusses how 
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I 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q* 
A. 

I1 

Q. 

A. 

INTRODUCTION AND PURPOSE 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, Phoenix, 

Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying in this proceeding on behalf of EPCOR Water Arizona, Inc. 

(“EWAZ” or the “Company”) for the Mohave Water District, Paradise Valley 

Water District, Sun City Water District, Tubac Water District, and Mohave 

Wastewater District. 

ARE YOU THE SAME THOMAS J. BOURASSA WHO SUBMITTED DIRECT 

AND REBUTTAL TESTIMONY IN THIS CASE? 

Yes, I submitted direct and rebuttal testimony on the cost of service, proposed rates 

and rate design for each district. 

WHAT IS THE PURPOSE OF YOUR REJOINDER TESTIMONY? 

I will provide rejoinder testimony on EWAZ’s cost of service study results for 

each district and EWAZ’s proposed rates and rate design for each district as well 

as provide a response to the surrebuttal testimonies of ACC Staff, RUCO, and the 

other Intervenors, as appropriate. 

DECLINING USAGE 

A Response to RUCO Testimony 

PLEASE COMMENT ON THE RUCO SURREBUTTAL TESTIMONY 

THAT THE DECLINING USAGE ADJUSTMENT IS NOT BASED UPON 

KNOWN AND MEASURABLE CHANGES? 

The Company’s declining usage adjustment is based upon known and measurable 

impacts on revenues since the last rate case. Further, the impacts on revenues are 
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111 

Q* 
A. 

Q* 

A. 

Q. 

from measurable reductions in customer usage. Both residential and non-residential 

customer classes show trends in declining usage and it is not unreasonable to 

expect further reductions in per customer usage in the future.’ If the goal of 

conservation oriented rate designs is to encourage conservation and reduce water 

consumption, based on the Company’s experience it is working. And, when 

conservation can be demonstrated, it is reasonable to include an adjustment to 

reflect the impact on revenues in the future. If RUCO believes that conservation 

oriented rate do not result in reduced consumption then it should provide empirical 

support for its position which it has not done 

COST OF SERVICE STUDY (G SCHEDULES) 

HAVE YOU UPDATED YOUR COST OF SERVICE STUDY? 

Yes. I have updated my cost of service studies for each district to reflect the 

changes to rate base, revenues and expenses contained in the Company’s rejoinder 

filing. 

A Cost of Service Study Results by District 

1 Mohave Water District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Rejoinder Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides the lowest return under the present rates or -0.09 percent. The 

apartment, commercial, and other public authority classes are providing much 

higher returns at 8.87 percent, 7.36 percent and 2.57 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

Rebuttal Testimony of Thomas J. Bourassa (“Bourassa Rb.”) at 3, 

5532504-1 2 
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Q. 

A. 

PROPOSED RATES? 

As shown on Rejoinder Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class, continues to provide the lowest return under the proposed rates at 

5.00 percent. This is below the overall required return of 6.81 percent and 

indicates the residential class is not paying its full cost of service. The apartment, 

commercial, and other public authority classes continue to provide much higher 

returns at 13.73 percent, 11.45 percent and 7.16 percent, respectively. These 

results indicate that the apartment, commercial, and other public authority customer 

classes pay more than their respective cost of service and continue to subsidize the 

residential class under the Company’s proposed rates. 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Rejoinder Schedule G-8, page 4A (all customer classes), I set forth a 

computation of a single tiered rate design which assumes a portion of the demand, 

customer, services, and meters costs (the “fixed costs”) are recovered via the 

commodity rate. As shown, the 5/8x3/4 inch monthly minimum would be $16.03 

and the commodity rate $ 2.378. My computation contemplates 40 percent of the 

demand costs and 40 percent of the customer, services and meters costs are 

recovered via the commodity rate. The overall revenue recovery from the monthly 

minimums translates to about 48 percent of total revenues. 

As shown on Rejoinder Schedule G-8, page 4B (residential class), the 

5/8x3/4 inch monthly minimum would be $16.00 and the commodity rate $2.494. 

As shown on Rejoinder Schedule G-8, page 4C (apartment class), the 
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Q. 

A. 

Q. 

A. 

5/8x3/4 inch monthly minimum would be $13.17 and the commodity rate $2.186. 

As shown on Rejoinder Schedule G-8, page 4D (commercial class), the 

5/8x3/4 inch monthly minimum would be $16.68 and the commodity rate $2.13 1. 

As shown on Rejoinder Schedule G-8, page 4E (other public authority 

class), the 5/8x3/4 inch monthly minimum would be $21.40 and the commodity 

rate $2.080. 

HOW DO THE COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Rejoinder Schedule G-8, page 4A, the computed monthly minimum of 

$16.03 is higher than the proposed monthly minimum of $15.35 for a 5/8x3/4 inch 

metered customer; below the indicated monthly minimum. The computed 

commodity rate of $2.378 is well above the proposed first commodity rate of 

$1.530. The proposed second tier rate of $2.480 is approximately 4 percent higher 

than the computed commodity rate, and the third tier rate of $3.205 is 

approximately 34 percent higher than the computed commodity rate. 

2 Paradise Valley Water District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Rejoinder Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides a return under the present rates of 6.52 percent. The turf, 

commercial, and other public authority classes are providing returns of 0.51 

percent, 6.29 percent, and 8.78 percent, respectively. 
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A. 

Q. 

A. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AI 

PROPOSED RATES? 

As shown on Rejoinder Schedule G-2, the returns at proposed rates also varj 

substantially between the customer classes. The largest customer class, the 

residential class provides a return under the proposed rates at 7.52 percent. This i5 

above the overall required return of 6.81 percent and indicates the residential class 

is paying more than its full cost of service. The turf, commercial, and other public 

authority classes provide returns of 0.58 percent and 7.17 percent and 9.86 percent, 

respectively. These results indicate that the turf class pays less than its cost of 

service and the commercial and other public authority customer classes pay more 

than their respective cost of service. 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Schedule G-8, page 4A (all customer classes), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, and meters costs (the “fixed costs”) are recovered via the commodity rate. 

As shown, the 5/8x3/4 inch monthly minimum would be $31.29 and the 

commodity rate $1.886. My computation contemplates 40 percent of the demand 

costs and 40 percent of the customer, services and meters costs are recovered via 

the commodity rate. The overall revenue recovery from the monthly minimums 

translates to about 48 percent of total revenues. 

As shown on Schedule G-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $29.52 and the commodity rate $1.966. 

As shown on Schedule G-8, page 4C (turf class), the 5/8x3/4 inch monthly 
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A. 

Q. 

A. 

Q. 

minimum would be $2 17.97 and the commodity rate $1.602. 

As shown on Schedule G-8, page 4D (commercial class), the 5/8x3/4 inch 

monthly minimum would be $3 1.14 and the commodity rate $1.73 1. 

As shown on Schedule G-8, page 4E (other public authority class), the 

5/8x3/4 inch monthly minimum would be $13.89 and the commodity rate $2.41 8. 

HOW DO THE COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Schedule G-8, page 4A, the computed monthly minimum of $31.29 is 

higher than the proposed monthly minimum of $26.67 for a 5/8x3/4 inch metered 

customer; well below the indicated monthly minimum. The computed commodity 

rate of $1.886 is well above the proposed first and second tier commodity rate of 

$1.1159 and $1.3285, respectively. The proposed third tier rate of $2.3382 is 

approximately 24 percent higher than the computed commodity rate, the fourth tier 

rate of $2.9227 is approximately 55 percent higher than the computed commodity 

rate, and the fifth tier rate of $3.4285 is approximately 82 percent higher than the 

computed commodity rate. 

3 Sun City Water District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Rejoinder Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides the lowest return under the present rates or 3.14 percent. The 

commercial class is providing much higher returns at 12.86 percent. The 

remaining other class provides a -5.94 percent return. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

5532504-1 6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
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Q. 

A. 

PROPOSED RATES? 

As shown on Rejoinder Schedule G-2, the returns at proposed rates also vaq 

substantially between the customer classes. The largest customer class, thc 

residential class, continues to provide the lowest return under the proposed rates a 

5.75 percent. This is below the overall required return of 6.81 percent anc 

indicates the residential class is not paying its full cost of service. The commercia: 

class continues to provide much higher returns at 16.16 percent. The remaining 

other class provides a -5.89 percent return. These results indicate that the 

commercial customer class pays more than their respective cost of service anc 

continue to subsidize the residential class under the Company’s proposed rates 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Rejoinder Schedule G-8, page 4A (all customer classes), I set forth a 

computation of a single tiered rate design which assumes a portion of the demand, 

customer, services, and meters costs (the “fixed costs”) are recovered via the 

commodity rate. As shown, the 5/8x3/4 inch monthly minimum would be $10.68 

and the commodity rate $1.620. My computation contemplates 40 percent of the 

demand costs and 40 percent of the customer, services and meters costs are 

recovered via the commodity rate. The overall revenue recovery from the monthly 

minimums translates to about 48 percent of total revenues. 

As shown on Rejoinder Schedule G-8, page 4B (residential class), the 

5/8x3/4 inch monthly minimum would be $1 1.30 and the commodity rate $1.586. 

As shown on Rejoinder Schedule G-8, page 4C (commercial class), the 

5/8x3/4 inch monthly minimum would be $12.37 and the commodity rate $1.292. 
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A. 

Q. 

A. 

Q* 

A. 

As shown on Rejoinder Schedule G-8, page 4D (other class), the 5/8x3/4 

inch monthly minimum would be $1 16.53 and the commodity rate $1.679. 

HOW DO THE COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Rejoinder Schedule G-8, page 4A, the computed monthly minimum of 

$10.67 is higher than the proposed monthly minimum of $10.20 for a 5/8x3/4 inch 

metered customer. The computed commodity rate of $1.620 is well above the 

proposed first, second, third tier rates of $0.7304 and $1.3602, respectively. The 

proposed third tier rate of $1.6302 is approximately the same as the computed 

commodity rate, the fourth tier rate of $1.8002 is approximately 10 percent higher 

than the computed commodity rate, and the fifth tier rate of $2.0102 is 

approximately 23 percent higher than the computed commodity rate. In other 

words, the proposed first and second tier commodity rates are below cost while the 

proposed fourth and fifth tier rates are above cost. 

4 Tubac Water District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Rejoinder Schedule G-1, the returns vary substantially between the 

customer classes at the present rates. The largest customer class, the residential 

class, provides the lowest return under the present rates or -7.29 percent. The 

commercial class is providing a higher return of 7.74 percent. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Rejoinder Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

5532504-1 8 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q. 

A. 

residential class, continues to provide the lowest return under the proposed rates ai 

3.07 percent. This is well below the overall required return of 6.81 percent anc 

indicates the residential class is not paying its full cost of service. The commercial 

class continues to provide a much higher return at 19.09 percent. These result: 

indicate that the commercial customer class pays more than its respective cost ol 

service and continue to subsidize the residential class under the Company’s 

proposed rates. 

WHAT WOULD BE A SINGLE TIERED RATE DESIGN ASSUMING A 

PORTION OF THE DEMAND, CUSTOMER, SERVICES, AND METER 

COSTS ARE RECOVERED VIA THE COMMODITY RATES? 

On Schedule G-8, page 4A (all customer classes), I set forth a computation of a 

single tiered rate design which assumes a portion of the demand, customer, 

services, and meters costs (the “fixed costs”) are recovered via the commodity rate. 

As shown, the 5/8x3/4 inch monthly minimum would be $40.44 and the 

commodity rate $5.897. My computation contemplates 40 percent of the demand 

costs and 40 percent of the customer, services and meters costs are recovered via 

the commodity rate. The overall revenue recovery from the monthly minimums 

translates to about 48 percent of total revenues. 

As shown on Schedule G-8, page 4B (residential class), the 5/8x3/4 inch 

monthly minimum would be $43.18 and the commodity rate $6.110. 

As shown on Schedule G-8, page 4C (commercial class), the 5/8x3/4 inch 

monthly minimum would be $33.47 and the commodity rate $5.344. 

HOW DO THE COMPUTED SINGLE TIER RATES COMPARE TO THE 

COMPANY’S PROPOSED RATES? 

Referring to Schedule G-8, page 4A, the computed monthly minimum of $40.44 is 
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Q* 

A. 

lower than the proposed monthly minimum of $41.00 for a 5/8x3/4 inch metered 

customer. The computed commodity rate of $5.897 is higher than the proposed 

first tier commodity rate of $4.56. The proposed second their commodity rate of 

$5.91 is slightly higher than the computed commodity rate. The proposed third 

rate of $6.96 is approximately 18 percent higher than the computed commodity rate 

and the fourth tier rate of $7.76 is approximately 32 percent higher than the 

computed commodity rate. In other words, the proposed first tier commodity rate 

is below cost while the proposed third and fourth tier rates are above cost. 

5 Mohave Wastewater District 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS 

CUSTOMER CLASSES AT PRESENT RATES? 

As shown on Schedule G-1, the returns vary substantially between the customer 

classes at the present rates. The largest customer class, the residential class, 

provides the lowest return under the present rates or 1.53 percent. The commercial 

and other public authority classes are providing much higher returns at 30.44 

percent and 8.3 1 percent, respectively. 

WHAT ARE THE RETURNS FOR THE CUSTOMER CLASSES AT 

PROPOSED RATES? 

As shown on Rejoinder Schedule G-2, the returns at proposed rates also vary 

substantially between the customer classes. The largest customer class, the 

residential class, continues to provide the lowest return under the proposed rates at 

6.47 percent. This is less than the overall required return of 6.81 percent and 

indicates the residential class is not paying its full cost of service. The commercial 

and other public authority classes continue to provide much higher returns at 47.64 

percent and 14.62 percent, respectively. These results indicate that the 
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Q. 
A. 

Q. 

A. 

Q. 

commercial and other public authority customer classes pay more than theii 

respective cost of service and continue to subsidize the residential class under the 

Company’s proposed rates. 

REJOINDER PROPOSED RATES (H SCHEDULES) 

BRIEFLY DESCRIBE THE H SCHEDULES? 

The Company’s rejoinder filing includes H Schedules for all districts. Rejoinder 

Schedule H-1 is a summary of the revenue billed under present rates and the 

amount that would be generated by the proposed increase in metered water rates. 

Schedule H-2 is an analysis of revenue at present and proposed rates by class and 

meter size in dollar amount and percentage. The average number of customers 

derived from the bill count is also shown by meter size and in total. Rejoinder 

Schedule H-3 shows the present and proposed rate and presents a comparison of 

rates. Exhibit TJB-1RJ provides the revenue recovery by customer class for all 

districts under the Company, Staff, and RUCO proposed rates. 

A Rejoinder Rate Design 

PLEASE DESCRIBE THE RATE DESIGN OF THE PROPOSED RATE 

STRUCTURE FOR THE DISTRICTS. 

The rejoinder proposed rate structures as shown on Rejoinder Schedule H-3 

continue to balance the objectives of promoting water conservation through 

inverted tier rates, providing rates which are cost of service based, and providing 

revenue stability through increased revenue recovery from the monthly minimums 

and balanced commodity rates. 

1 Comments on Magruder Surrebuttal Testimony 

ARE THE RATES AND RATE DESIGNS PROPOSED BY THE COMPANY 

DISCRIMINATORY? 

5532504-1 11 
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Q. 

A. 

No. The rates for each district are designed to recover the total cost of service for 

each individual district. Each district has its own cost structure and mix of 

customer classes (and usage patterns) as evidenced by the cost of service studies. 

The facilities necessary to service each district is different. Some have arsenic 

treatment facilities while others do not. Some districts are denser than the Tubac 

district serving more customers per square mile. Further, the facilities for each 

district were constructed at different times leading to different costs and net book 

values as of the end of the test year. 

2 Comments on the Staff Proposed Rates Failing to Generate the 

Revenue Requirement 

DO THE ACC STAFF’S PROPOSED SURREBUTTAL RATES PRODUCE 

THE ACC STAFF’S PROPOSED REVENUE REQUIREMENT? 

No. I noted in my rebuttal testimony that the Staff rates did not produce its 

recommended revenue requirement for the Mohave Water District, the Paradise 

Valley Water District, the Sun City Water District, and the Tubac Water District. 

Upon further investigation I have confirmed that the Staff proposed rates fail to 

account for the declining usage adjustment for each district. In some cases, as with 

the Mohave Water District and the Sun City Water District, the ACC Staffs rates 

also fail to account for the increased revenues from the low income program 

revenue adjustment. 

PLEASE COMMENT ON ACC STAFF’S RESPONSE TO YOUR 

REBUTTAL TESTIMONY. 

Mr. Baxter asserts its proposed revenue requirements already factor in the 

declining usage adjustments and to address them in the rates would be double 
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Q* 

A. 

Q. 

A. 

Q* 

A. 

Q. 

counting.2 Respectfully, Mr. Baxter is incorrect. Staff has not reflected declining 

usage in the test year billing determinants it uses to determine its proposed rates. 

Accordingly, the rates ACC Staff proposes cannot possibly reflect the declining 

usage adjustment. 

HAVE YOU CONFIRMED THAT ACC STAFF DID NOT ADJUST ITS 

BILLING DETERMINANTS TO REFLECT DECLINING USAGE? 

Yes. I not only examined the ACC Staffs work papers, but I confirmed with Staff 

that it did not adjust its billing determinants to reflect declining usage. 

3 Mohave Water District 

HAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

FOR THE MOHAVE WATER DISTRICT? 

No. The rejoinder proposed rate design uses the same number of tiers and break- 

over points as was proposed in the Company’s direct and rebuttal testimony and 

schedules. Further, the percentage of revenue recovery from the monthly 

minimums and the commodity rates are similar to those proposed in the direct and 

rebuttal testimony and schedules. The rejoinder proposed rates are set forth on 

Rejoinder Schedule H-3, pages 1 through 3. 

WHAT WILL BE THE AVERAGE 5/8X3/4 INCH RESIDENTIAL 

CUSTOMER AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 6,800 gallons is $29.36 - 

an $8.73 increase over the present monthly bill or a 42.33 percent increase. 

a Comments on ACC Staffs Proposed Rate Design 

PLEASE COMMENT ON THE ACC STAFF’S PROPOSED RATE DESIGN. 

See Surrebuttal Testimony of Briton Baxter (“Baxter Sb.”) 2 

5532504-1 13 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

A. 

Q. 

Aside from the issue of the ACC Staffs rates not generating the revenue 

requirement as discussed earlier, the ACC Staffs proposed rate design continues to 

employ the same tiers and break-over points as does the Company’s rate design. 

The difference in the rate designs continues to be in the percentage of revenue 

recovery from the monthly minimums and commodity rates. The Company derives 

a greater proportion of revenues from the monthly minimums as well as derives a 

greater proportion of revenues from the lower tier commodity rates than does ACC 

Staffs. Recovering greater proportions of water revenues from the monthly 

minimums and from the lower tier commodity rates provides greater revenue 

stability. 

The Company’s proposed rate design recovers approximately 45.4 percent 

of the metered revenues from the monthly minimums whereas the ACC Staffs 

proposed rate design recovers approximately 4 1.2 percent of the metered revenues 

from the monthly  minimum^.^ With regard to the commodity rates, Exhibit TJB- 

1RJ shows that the Company’s proposed rate design recovers approximately 24 

percent of the metered revenues from the highest cost commodity rate whereas the 

ACC Staffs proposed rate design recovers approximately 30 percent of the 

metered revenues from the highest cost commodity rates.4 

b Comments on RUCO’s Proposed Rate Design 

PLEASE COMMENT ON RUCO’S PROPOSED RATE DESIGN. 

See Rejoinder Exhibit TJB-IRJ, pages 
See Rejoinder Exhibit TJB-lRJ, pages 

3 
4 
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A. 

Q. 

RUCO’s proposed rate design continues to employ the same tiers and break-over 

points as does the Company’s proposed rate design. The difference in rate design 

continues to be in the percentage of revenue recovery from the monthly minimums 

and commodity rates. The Company derives a greater proportion of revenues from 

the monthly minimums as well as derives a greater proportion of revenues from the 

lower tier commodity rates than does RUCO’s. Recovering greater proportions of 

water revenues from the monthly minimums and from the lower tier commodity 

rates provides greater revenue stability. 

The Company’s proposed rate design recovers approximately 45.4 percent 

of the metered revenues from the monthly minimums whereas RUCO’s proposed 

rate design recovers approximately 42.4 percent of the metered revenues from the 

monthly minimums. With regard to the commodity rates, Exhibit TJB- 1RJ shows 

that the Company’s proposed rate design recovers approximately 24 percent of the 

metered revenues from the highest cost commodity rates whereas RUCO’s 

proposed rate design recovers approximately 29.4 percent of the metered revenues 

from the highest cost commodity rates.6 

4 Paradise Valley Water District 

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN PROPOSED 

IN THE COMPANY’S DIRECT CASE FILING FOR THE PARADISE 

VALLEY WATER DISTRICT? 

See Rejoinder Exhibit TJB-1RJ pages 1 and 3. 
See Rejoinder Exhibit TJB-IRJ, pages 1 and 3. 
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A. 

Q. 

A. 

Q. 
A. 

Q. 

No. The rejoinder proposed rate design uses the same number of tiers and break- 

over points as was proposed in the direct filing. Further, the percentage of revenue 

recovery from the monthly minimums and the commodity rates are similar to those 

proposed in the direct filing. The rejoinder proposed rates are set forth on 

Rejoinder Schedule H-3, pages 1 through 3. 

WHAT WILL BE THE AVERAGE 5/8X3/4-INCH AND 1-INCH 

RESIDENTIAL CUSTOMER AVERAGE MONTHLY BILL UNDER THE 

NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 19,271 gallons is $55.52 - 

a $3.23 increase over the present monthly bill, or a 6.17 percent increase. The 

average monthly bill under proposed rates for a 1-inch residential customer, the 

second largest class, using an average 55,400 gallons is $175.67 - a $10.27 

increase over the present monthly bill, or a 6.21 percent increase. 

a Comments on ACC Staffs Proposed Rate Design 

PLEASE COMMENT ON THE ACC STAFF’S PROPOSED RATE DESIGN. 

Aside from the issue of the ACC Staffs rates not generating the revenue 

requirement as discussed earlier, the ACC Staffs proposed rate design continues to 

employ the same tiers and break-over points as does the Company’s proposed rate 

design. The rate designs are similar in terms of the proportions of revenue 

recovered from the monthly minimums and the commodity rates. 

b Comments on RUCO’s Proposed Rate Design 

PLEASE COMMENT ON RUCO’S PROPOSED RATE DESIGN. 

See Rejoinder Exhibit TJB-lRJ, pages 4 and 5. 
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A. RUCO’s proposed rate design continues to employ the same tiers and break-over 

points as does the Company’s proposed rate design except for the 3-inch and larger 

residential meters and all sizes of commercial meters. RUCO’s proposed rate 

design extends the 5 tier design of the 2-inch and smaller residential customers to 

the 3-inch and larger residential customers. The Company’s proposed rate design 

retains the two tier design for the 3-inch and larger residential meters. With respect 

to the commercial class, RUCO proposes a two-tier design like the Company’s but 

proposes a much lower break-over point for the commercial meters of 70,000 

gallons. The Company proposes to retain the 400,000 gallons break-over point. 

There are further differences in the rate designs in terms of revenue recovery 

(percentage of recovery from the monthly minimums and commodity rates). The 

Company derives a greater proportion of revenues from the monthly minimums as 

well as derives a greater proportion of revenues from the lower tier commodity 

rates than does RUCO’s proposed rate design. Recovering greater proportions of 

water revenues from the monthly minimums and from the lower tier commodity 

rates provides greater revenue stability. 

The Company’s rate design recovers approximately 28.6 percent of the 

metered revenues from the monthly minimums whereas the RUCO’ s proposed rate 

design recovers approximately 27.7 percent of the metered revenues from the 

monthly minimums.’ With regard to the commodity rates, Exhibit TJB-1RJ shows 

that the Company’s proposed rate design recovers approximately 35.2 percent of 

the metered revenues from the two highest cost commodity rates whereas the 

Staffs proposed rate design recovers approximately 47.8 percent of the metered 

revenues from the two highest cost commodity rates. 9 

See Rejoinder Exhibit TJB-IRJ, pages 4 and 6. 
See Rejoinder Exhibit TJB-IRJ, pages 4 and 6. 
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Q* 

A. 

Q. 

A. 

Q. 

PLEASE RESPOND TO THE RUCO TESTIMONY REGARDING 

BILLING CROSS-OVER IN THE COMPANY’S RATE DESIGN. 

I do not disagree with RUCO that billing cross-over should be avoided; particularly 

when the current design does not suffer from billing cross-over. However, the 

Company’s current rate design has been in place for many years. As I stated in my 

rebuttal testimony the rate design has been accepted by the customers and it has not 

encountered any issues with potential billing cross-over. To move from the current 

rate design to an alternative which reduces or eliminates billing cross-over at this 

time will result in increases to the larger commercial customers and reductions to 

the residential customers significantly greater than RUCO’s overall proposed 

revenue decrease. For instance, while RUCO is proposing an overall reduction in 

revenues of approximately 8 percent, the larger commercial customers will see 

increases of 13 to 24 percent. Further, the larger residential customers will see 

reductions of 12 to 15 percent. 

5 Sun City Water District 

HAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

IN THE COMPANY’S DIRECT CASE FILING FOR THE SUN CITY 

WATER DISTRICT? 

No. The rejoinder proposed rate design uses the same number of tiers and break- 

over points as were proposed in the direct filing. Further, the percentage of 

revenue recovery from the monthly minimums and the commodity rates are similar 

to those proposed in the direct filing. The rejoinder proposed rates are set forth on 

Rejoinder Schedule H-3, pages 1 through 3. 

WHAT WILL BE THE AVERAGE 5/8X3/4-INCH RESIDENTIAL 

CUSTOMER AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

5 532504-1 18 
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A. 

Q. 
A. 

Q* 

As shown on Rejoinder Schedule H-2, page 1, the average monthly bill under the 

Company’s proposed rates for a 5/8x3/4-inch residential customer using an average 

7,203 gallons is $20.50, a $3.14 increase over the present monthly bill, or a 18.12 

percent increase. 

a Comments on ACC Staffs proposed Rate Design 

PLEASE COMMENT ON THE ACC STAFF’S PROPOSED RATE DESIGN. 

Aside from the issue of the ACC Staffs rates not generating the revenue 

requirement as discussed earlier, the ACC Staffs proposed rate design continues to 

employ the same tiers and break-over points as does the Company’s proposed rate 

design. 

The Company’s proposed rate design recovers approximately 38.4 percent 

of the metered revenues from the monthly minimums whereas the ACC Staffs rate 

design recovers approximately 37.5 percent of the metered revenues from the 

monthly minimums.” With regard to the commodity rates, Exhibit TJB-1RJ 

shows that the Company’s proposed rate design recovers approximately 14.7 

percent of the metered revenues from the two highest cost commodity rates 

whereas the ACC Staffs rate design recovers approximately 16.9 percent of the 

metered revenues from the two highest cost commodity rates. l 1  

b Comments on RUCO’s Proposed Rate Design 

PLEASE COMMENT ON RUCO’S PROPOSED RATE DESIGN. 

See Rejoinder Exhibit TJB-lRJ, pages 7 and 8. 
See Rejoinder Exhibit TJB-lRJ, pages 7 and 8. 

10 
11 
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A. 

Q. 

A. 

Before I begin, the RUCO’s proposed rates produce too much revenue, which I 

estimate to be as high as $500,000. That said, RUCO’s proposed rate design 

continues to employ the same tiers and break-over points as does the Company’s 

proposed rate design. The difference in rate design continues to be in the 

percentage of revenue recovery from the monthly minimums and commodity rates. 

The Company derives a greater proportion of revenues from the monthly 

minimums as well as derives a greater proportion of revenues from the lower tier 

commodity rates than does RUCO’s. Recovering greater proportions of water 

revenues from the monthly minimums and from the lower tier commodity rates 

provides greater revenue stability. 

The Company’s proposed rate design recovers approximately 38.4 percent 

of the metered revenues from the monthly minimums whereas RUCO’s proposed 

rate design recovers approximately 35.0 percent of the metered revenues from the 

monthly minimums.12 With regard to the commodity rates Exhibit TJB-1RJ shows 

that the Company’s proposed rate design recovers approximately 14.7 percent of 

the metered revenues from the two highest cost commodity rates whereas 

RUCO’s proposed rate design recovers approximately 16.7 percent of the metered 

revenues from the two highest cost commodity rates. l 3  

6 Tubac Water District 

HAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

FOR THE TUBAC WATER DISTRICT? 

No. The rejoinder proposed rate design uses the same number of tiers and break- 

over points as was proposed in the direct filing. Further, the percentage of revenue 

recovery from the monthly minimums and the commodity rates are similar to those 

l2 See Rejoinder Exhibit TJB-lRJ, pages 7 and 9. 
l 3  See Rejoinder Exhibit TJB-IRJ, pages 7 and 9. 
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Q. 

A. 

Q. 
A. 

proposed in the direct filing. 

Rejoinder Schedule H-3, pages 1 through 3. 

The rejoinder proposed rates are set forth on 

WHAT WILL BE THE AVERAGE 5/8X3/4-INCH RESIDENTIAL 

CUSTOMER AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch residential customer using an average 8,348 gallons is $86.29 - a 

$32.72 increase over the present monthly bill or a 61.07 percent increase. 

a Comments on ACC Staffs Proposed Rate Design 

PLEASE COMMENT ON THE ACC STAFF’S PROPOSED RATE DESIGN. 

Aside from the issue of the ACC Staffs rates not generating the revenue 

requirement as discussed earlier, the Staffs proposed rate design continues to 

employ the same tiers and break-over points as does the Company’s proposed rate 

design. The difference in the rate designs continues to be in the percentage of 

revenue recovery from the monthly minimums and commodity rates. The 

Company derives a greater proportion of revenues from the monthly minimums as 

well as derives a greater proportion of revenues from the lower tier commodity 

rates than does Staff. Recovering greater proportions of water revenues from the 

monthly minimums and from the lower tier commodity rates provides greater 

revenue stability. 
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Q. 
A. 

The Company’s proposed rate design recovers approximately 45.7 percent 

of the metered revenues from the monthly minimums whereas the ACC Staffs 

proposed rate design recovers approximately 37.9 percent of the metered revenues 

from the monthly minim~ms.’~ With regard to the commodity rates Exhibit TJB- 

1RJ shows that the Company’s proposed rate design recovers approximately 34.9 

percent of the metered revenues from the two highest cost commodity rates 

whereas the Staffs proposed rate design recovers approximately 44.7 percent of 

the metered revenues from the two highest cost commodity rates. l5 

Comments on RUCO’s Proposed Rate Design b 

PLEASE COMMENT ON RUCO’S PROPOSED RATE DESIGN. 

RUCO’s proposed rate design continues to employ the same tiers and break-over 

points as does the Company’s proposed rate design. The difference in rate design 

is in the percentage of recovery from the monthly minimums and commodity rates. 

The Company derives a greater proportion of revenues from the monthly 

minimums as well as derives a greater proportion of revenues from the lower tier 

commodity rates than does RUCO’s. Recovering greater proportions of water 

revenues from the monthly minimums and from the lower tier commodity rates 

provides greater revenue stability. 

See Rejoinder Exhibit TJB-IRJ, pages 9 and 
l5 See Rejoinder Exhibit TJB-IRJ, pages 9 and 
14 
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Q. 

A. 

Q. 

A. 

Q* 

A. 

The Company’s proposed rate design recovers approximately 45.7 percent 

of the metered revenues from the monthly minimums whereas RUCO’s proposed 

rate design recovers approximately 4 1.3 percent of the metered revenues from the 

monthly minimums. l 6  With regard to the commodity rates Exhibit TJB-2R shows 

that the Company’s proposed rate design recovers approximately 34.9 percent of 

the metered revenues from the two highest cost commodity rates whereas the 

RUCO’s proposed rate design recovers approximately 41 .O percent of the metered 

revenues from the two highest cost commodity rates. l7 

C Arsenic Media Replacement O&M Surcharge 

IS THE COMPANY CONTINUING TO PROPOSE A DEFERRED 

ARSENIC MEDIA REPLACEMENT O&M SURCHARGE? 

Yes. I provided testimony on the surcharge as well as an exhibit in conjunction 

with my rebuttal testimony. (See Rebuttal Exhibit TJB-3R). 

7 Mohave Wastewater District 

HAVE YOU MADE ANY CHANGES TO THE PROPOSED RATE DESIGN 

FOR THE MOHAVE WASTEWATER DISTRICT? 

No. The rejoinder proposed rate design uses the same flat rate design as was 

proposed in the direct and rebuttal filings. The rejoinder proposed rates are set 

forth on Rejoinder Schedule H-3, pages 1 through 3. 

WHAT WILL BE THE RESIDENTIAL CUSTOMER MONTHLY BILL 

UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the monthly bill under proposed rates for a 

residential customer is $81.55 - a $25.00 increase over the present monthly bill or 

a 44.20 percent increase. 
~ ~~~~ 

l6 See Rejoinder Exhibit TJB-IRJ, pages 10 and 12. 
See Rejoinder Exhibit TJB-IRJ, pages 10 and 12. 17 
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Q. 

A. 

Q. 

A. 

Q* 

A. 

DO ACC STAFF AND RUCO CONTINUE TO PROPOSE FLAT RATE 

DESIGNS? 

Yes. 

B Miscellaneous Charges 

ARE THERE ANY DISPUTES BETWEEN THE COMPANY AND ACC 

STAFF ON THE MISCELLANEOUS SERVICE CHARGES? 

No. 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY IN THIS 

CASE? 

Yes. 
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Mohave Water District 
Company Proposed Rates 
Revenue Breakdown Summary 

Rejoinder Exhibit TJB-I RJ 
Page 1 

Monthly Commodity Commodity Commodity Commodity Commodity 
Mins First Tier Second Tier Third Tier Fourth Tier Fiffh Tier Total 

518 Inch Residential $ 2,695,686 $ 626,809 $ 1,148,739 $ 1,028,004 $ - $  - $ 5,499,237 
314 Inch Residential 737 193 632 1,112 2,674 
1 Inch Residential 35,652 21,757 42,075 99,483 
1.5 Inch Residential 
2 Inch Residential 35,736 23,617 27,338 86,691 
6 Inch Residential 

518x3/4 Inch Apartment $ 12,172.95 $ 12,904.36 $ 12,527.84 $ - $  - $  - $ 37,605 
314 Inch Apartment 184 184 
1 Inch Apartment 24,407 15,101 21,047 60,555 
1.5 Inch Apartment 1,842 1,619 1,990 5,452 

4 Inch Apartment 9,210 5,590 5,910 20,710 
6 Inch Apartment 9,210 8,928 35,688 53,826 

2 Inch Apartment 210,977 102,703 125,873 439,553 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial $ 7  
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

‘0,781.16 $ 44,322.49 $ 59,490.74 $ - $  - $  - $ 174,594 

91,566 51,695 100,979 244,241 
2,763 1,530 23 1 4,524 

303,694 178,066 374,327 856,088 
37,332 12,336 21,625 71,294 
9,210 5,426 7,032 21,668 

27,631 18,129 88,625 134,384 

5/8x3/4 Inch Other Public Authority $ 3,315.71 $ 5,091.44 $ - $  - $  - $  - $ 8,407 
1 Inch Other Public Authority 5,066 5,959 11,025 
1.5 Inch Other Public Authority 92 1 126 1,048 
2 Inch Other Public Authority 67,788 127,408 195,195 
3 Inch Other Public Authority 5,895 34,502 40,396 
4 Inch Other Public Authority 4,605 9,082 13,687 
6 Inch Other Public Authority 9,210 38,596 47,807 

2 Inch Fire 
4 Inch Fire 
6 Inch Fire 
8 Inch Fire 
Public Hydrant 

$ 467 $ 652 $ - $  - $  - $  - $ 1,119 
7,821 2,366 10,187 
7,761 1,104 8,865 
3,809 394 4,203 

12,823 6,904 19,728 

TOTALS $ 3,708,275 $ 1,362,911 $ 2,074,129 $ 1,029,116 $ - $  - $ 8,174,431 
Percent of Total 45.36% 16.67% 25.37% 12.59% 0.00% 0.00% 100.00% 
Cummulative % 45.36% 62.04% 87.41% 100.00% 100.00% 100.00% 

Cateqory Revenue - % Cummulative 
Minimum $ 3,708,275 45.36% 45.36% 
Lowest Cost Commodity rate 627,002 7.67% 53.03% 
2nd Lowest Cost Commodity rate 1,885,281 23.06% 76.10% 
Highest Cost Commodity rate 1,953,874 23.90% 100.00% 

$ 8,174,431 



Mohave Water District - Staff Proof 
Staff Proposed Rates 
Revenue Breakdown Summary 

Rejoinder Exhibit TJB-1 RJ 
Page 2 

Monthly Commodity commodity commodity Commodity 
- Mins First Tier Second Tier Third Tier Fourth Tier 

518 Inch Residential $ 2,282,917 $ 458,840 $ 1,065,363 $ 1,206,020 $ 
3/4 Inch Residential 936 141 587 1,305 
1 Inch Residential 30,193 20,178 49,361 
1.5 Inch Residential 
2 Inch Residential 30,264 21,902 32,072 
6 Inch Residential 

Commodity 
Fifth Tier Total 

$ - $ 5,013,140 
2,968 
99,731 

84,239 

5/8x3/4 Inch Apartment $ 10.309.00 $ 11,967.75 $ 14,697.25 $ - $  - $  - $ 36,974 
314 Inch Apartment 234 234 
1 Inch Apartment 20,670 14,005 24,692 59,367 

2 Inch Apartment 178,672 95,249 147,670 421,590 
1.5 Inch Apartment 1,560 1,502 2,335 5,397 

4 Inch Apartment 7,800 5,184 6,933 19,918 
6 Inch Apartment 7,800 8,280 41,868 57,948 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

$ 59,943.00 

77,545 
2,340 

257.1 92 
31,616 
7,800 
23,400 

$ 41,105.53 

47,943 
1,419 

165,142 
11,441 
5,032 
16,813 

$ 69,792.57 $ - $  - $  - $  

1 1  8,466 
271 

439,148 
25,370 
8,249 

103,972 

170,841 

243,954 
4,030 

861,483 
68,427 
21,082 
144,185 

5/8x3/4 Inch Other PublicAuthority $ 2,808.00 $ 4,721.90 $ - $  - $  - $  - $ 7,530 
1 Inch Other Public Authority 4,290 5,527 9,817 
1.5 Inch Other Public Authority 780 117 897 
2 Inch Other Public Authority 57,408 118,160 175,568 
3 Inch Other Public Authority 4,992 31,998 36,990 
4 Inch Other Public Authority 3,900 8,423 12,323 
6 Inch Other Public Authority 7,800 35,795 43,595 

2 Inch Fire 
4 Inch Fire 
6 Inch Fire 
8 Inch Fire 
Public Hydrant 

$ 471 $ 604 $ - $  - $  - $  - $ 1,075 
7,878 2,194 10,073 
7,818 1,024 8,842 
3,837 366 4,202 
12,917 6,403 19,320 

TOTALS $ 3,146,089 $ 1,141,478 $ 2,150,845 $ 1,207,325 $ - $  - $ 7,645,737 
Percent of Total 41.15% 14.93% 28.13% 15.79% 0.00% 0.00% 100.00% 
Cummulative % 41.15% 56.08% 84.21% 100.00% 100.00% 100.00% 

Cateaory Revenue - % Cummulative 
Minimum $ 3,146,089 41.15% 41.15% 
Lowest Cost commodity rate 458,982 6.00% 47.15% 
2nd Lowest Cost Commodity rate 1,748,446 22.87% 70.02% 
Highest Cost Commodity rate 2,292,220 29.98% 100.00% 

$ 7,645,737 



Mohave Water District - RUCO Proof 
RUCO Proposed Rates 
Revenue Breakdown Summary 
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5/8 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

5/8x3/4 Inch Apartment 
314 Inch Apartment 
1 Inch Apartment 
1.5 Inch Apartment 
2 Inch Apartment 
4 Inch Apartment 
6 Inch hartment 

5/8 Inch Commercial 
3/4 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
6 Inch Commercial 

5/8x3/4 Inch Other Public Authority 
1 Inch Other Public Authority 
1.5 Inch Other Public Authority 
2 Inch Other Public Authority 
3 Inch Other Public Authority 
4 Inch Other Public Authority 
6 Inch Other Public Authority 

2 Inch Fire 
4 Inch Fire 
6 Inch Fire 
8 Inch Fire 
Public Hydrant 

TOTALS 
Percent of Total 
Cummulative O h  

Monthly Commodity Commodity 
- Mins First Tier Second Tier 

$ 2,001,943 $ 372,808 $ 889,346 
547 115 490 

26,477 16,844 41,090 

26,539 18,284 26,698 

Commodity Commodity Commodity 
Third Tier Fourth Tier Fiflh Tier Total 

$ 1,003,948 $ - $  - $ 4,268,044 
1,086 2,238 

84,411 

71,521 

$ 9,040.20 $ 9,990.47 $ 12,234.68 $ - $  - $  - $ 31,265 
137 137 

18,126 11,691 20,555 50,372 
1,368 1,254 1,944 4,565 

156,682 79,512 122,927 359,121 
6,840 4,328 5,772 16,939 
6,840 6,912 34,853 48,605 

$ 52,565.40 $ 34,314.18 $ 

68,001 40,022 
2,052 1,185 

225,538 137,858 
27,725 9,551 
6,840 4,201 

20,520 14,035 

58,098.60 

98,616 
225 

365,568 
21,119 
6,867 

86,551 

$ - $  - $  - $  144,978 

206,640 
3,462 

728,963 
58,394 
17,908 

121,106 

$ 2,462.40 $ 3,941.76 $ - $  - $  - $  - $ 6,404 
3,762 4,614 8,376 

684 98 782 
50,342 98,638 148,980 
4,378 26,711 31,089 
3,420 7,031 10,451 
6,840 29,881 36,721 

404 $ 505 $ - $  - $  - $  - $  909 
6,765 1,832 8,597 
6,718 854 7,572 
3,296 305 3,601 

11,097 5,345 16,443 

$ 2,757,947 $ 942,659 $ 1,792,954 $ 1,005,034 $ - $  - $ 6,498,593 
42.44% 14.51% 27.59% 15.47% 0.00% 0.00% 100.00% 
42.44% 56.94% 84.53% 100.00% 100.00% 100.00% 

Cateaory 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 2,757,947 42.44% 42.44% 

372,923 5.74% 48.1 8% 
1,459,572 22.46% 70.64% 
1,908,151 29.36% 100.00% 

$ 6,498,593 



Paradise Valley Water District 
Company Proposed Rates 
Revenue Breakdown Summary 
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Commodity Commodity Commodity 
Fourth Tier Fifth Tier Sixth Tier Total ~ - -  

$ 221,839 $ 126,535 $ - $ 1,650,233 
4,542 1,889 22,669 

939,758 1,079,106 4,533,432 
90,407 209,193 585,715 

126,092 494,265 1,021,729 

5/8 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

5/8 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Monthly 
- Mins 

$ 678,845 
8,987 

1,268,073 
185,506 
281,396 

Commodity 
First Tier 

$ 118,345 
1,406 

128,396 
10,457 
10,204 

$ 21,123.89 $ 11,232.73 

45,448 11 7,067 
31,110 65,121 

270,642 665,697 
35,206 29,627 
5,889 9,948 

47,341 26,706 

Commodity 
Second Tier 

$ 170,918 
1,561 

270,287 
21,574 
23,087 

$ 

13,836 
6,852 

262,978 
83,054 
7,954 

146,555 

Commodity 
Third Tier 

$ 333,751 
4,284 

847,812 
68,577 
86,685 

$ - $  - $  - $  - $ 32,357 

176,351 
103,083 

1,199,317 
147,887 
23,791 

220,601 

5/8x3/4 IncOther Public Authority $ 960.18 $ 103.62 $ - $  - $  - $  - $  - $ 1,064 
1 Inch Other Public Authority 1,280 4,404 5,684 
2 Inch Other Public Authority 10,754 4,721 15,475 

3lnch Turf 3,521 24,487 - $ 28,008 
4lnch Turf 5,889 114,266 120,155 
6 Inch Paradise Valley Country Club 10,060 288,347 298,407 
Private Fire 8,520 801 9,321 

TOTALS $ 2,920,552 $ 1,631,339 $ 1,008,655 $ 1,341,109 $ 1,382,638 $ 1,910,988 $ - $ 10,195,280 
Percent of Total 28.65% 16.00% 9.89% 13.1 5% 13.56% 18.74% 0.00% 100.00% 
Cummulatiie O h  28.65% 44.65% 54.54% 67.69% 81.26% 100.00% 100.00% 

Cateaory 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Commodity Rates 
2nd Highest Commodity Rates 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 0 0.00% 0.00% 
$ 150,463 1.48% 1.48% 
$ 316,509 3.10% 4.58% 
$ 2,334,065 22.89% 27.47% 
$ 1,682,028 16.50% 43.97% 
$ 1,910,988 18.74% 62.72% 
$ 6,394,053 



Paradise Valley Water District - Staff Proof 
Staff Proposed Rates 
Revenue Breakdown Summary 

Monthly 
Mins - 

5/8 Inch Residential $ 640,118 
3/4 Inch Residential 8,475 
1 Inch Residential 1,195,732 
1.5 Inch Residential 174,923 
2 Inch Residential 265,343 
6 Inch Residential 

Commodity 
First Tier 

$ 111,353 
1,323 

120,809 
9,840 
9,601 

Commodity 
Second Tier 

$ 160,819 
1,469 

254,316 
20,299 
21,723 
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Commodity Commodity Commodity Commodity 
Third Tier Fourth Tier Fifth Tier Sixth Tier ~ Total 

$ 314,029 $ 210,249 $ 121,830 $ - $ 1,558,397 
4,031 4,305 1,819 21,420 

797,715 890,660 1,038,980 4,298,211 
64,525 85,684 201,415 556,685 
81,563 119,505 475,886 973,619 

518 Inch 
3/4 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

$ 19,918.80 $ 10,612.36 

42,856 110,602 
29,335 61,525 

255,202 628,932 
33,198 27,990 
5,553 9,398 

44,640 25,231 

$ - $  - $  - $  - $  - $ 30,531 

13,188 166,645 
6,531 97,391 

250,666 1,134,800 
79,166 140,354 
7,582 22,533 

139,694 209,565 

5/8x3/4 Incother Public Authority $ 905.40 $ 97.90 $ - $  - $  - $  - $  - $ 1,003 
1 Inch Other Public Authority 1,207 4,161 5,368 
2 Inch Other Public Authority 10,140 4,460 14,601 

3lnch Turf 3,320 22,885 - $ 26,205 
4lnch Turf 5,553 106,791 112.344 
6 Inch Paradise Valley Country Club 10,286 294,394 304,680 
Private Fire 8,520 818 9,338 

TOTALS $ 2,755,224 $ 1,560,822 $ 955,451 $ 1,261,864 $ 1,310,401 $ 1,839,929 $ - $ 9,683,690 

Cummulative O h  28.45% 44.57% 54.44% 67.47% 81 .OO% 100.00% 100.00% 
Percent of Total 28.45% 16.1 2% 9.87% 13.03% 13.53% 19.00% 0.00% 100.00% 

Cateaory 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Commodity Rates 
2nd Highest Commodity Rates 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 2,755,224 28.45% 28.45% 
$ 252,925 2.61% 31.06% 
$ 458,625 4.74% 35.80% 
$ 2,569,761 26.54% 62.34% 
$ 1,807,227 18.66% 81.00% 
$ 1,839,929 19.00% 100.00% 
$ 9,683.690 



Paradise Valley Water District - RUCO Proof 
RUCO Proposed Rates 
Revenue Breakdown Summary 

Monthly Commodity 
Anins First Tier 

5/8 Inch Residential $ 559,944 $ 81,659 
3/4 Inch Residential 7,128 970 

1.5 Inch Residential 154,560 7,216 
2 Inch Residential 235,500 7,041 
6 Inch Residential 

1 Inch Residential 1,069,740 88,593 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

$ 17,424.00 

38,340 
25,920 

226,500 
30,000 
5,040 

40,800 

$ 9,255.32 

49,090 
23,961 

171,331 
7,157 
1,445 
5,451 

Commodity 
Second Tier 

$ 124,795 
1,140 

197,349 
15,752 
16,857 

$ 115.17 

99,240 
59,929 

972,075 
130,260 
21,303 

205,740 

Commodity 
Third Tier 

$ 245,514 
3,151 

623,668 
50,447 
63,767 
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Commodity Commodity Commodity 
_ _ _ _ _ . -  Fourth Tier Fffh Tier Sixth Tier Total 

$ 168,882 $ 108,986 $ - $ 1,289,780 

715,422 929,448 3,624,220 
68,825 180,181 476,981 
95,992 425,717 844.873 

3,458 1,627 17,474 

$ - $  - $  - $  - $  26,794 

186,670 
109,810 

1,369,906 
167,417 
27,788 

251.990 

518x314 IncOther Public Authority $ 792.00 $ 86.00 $ - $  - $  - $  - $  - $  878 
1 Inch Other Public Authority 1,080 3,655 4,735 
2 Inch Other Public Authority 9,000 3,918 12,918 

3 Inch Turf 3,000 21.387 - $ 24,387 
4lnch Turf 5,040 99,799 104,839 
6 Inch Paradise Valley Country Club 10,286 275,522 285,808 
Private Fire 8,520 766 9,286 

TOTALS $ 2,448,614 $ 858,301 $ 1,844,555 $ 986,548 $ 1,052,578 $ 1,645,959 $ - $ 8,836,554 
Percent of Total 27.71% 9.71% 20.87% 11.16% 11.91% 18.63% o 00% inn nnoh ~ 

Cummulative % 27.71% 37.42% 58.30% 69.46% 81.37% 100.00% 100.00% 

Cateaoty 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Commodity Rates 
2nd Highest Commodity Rates 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 2,448,614 27.71% 27.71% 
$ 185,478 2.10% 29.81% 
$ 355,893 4.03% 33.84% 
$ 1,659,370 18.78% 52.62% 
$ 2.541.240 28.76% 81.37% 
$ 1,645,959 18.63% 100.00% 
$ 8,836,554 



Sun City Water District 
Company Proposed Rates 
Revenue Breakdown Summary 
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518 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
3 Inch Residential 
6 Inch Residential 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 inch 
3 Inch 
4 Inch 
4 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Monthly 
- Mins 

$ 2,298,445 
118,567 
123,328 
797,581 
422,304 

3,916 
12,236 

Commodity 
First Tier 

$ 161,772 
8,282 
3,435 

953,211 
437,269 

5,660 
15,140 

Commodity 
Second Tier 

$ 546,433 
27,801 
11,194 

915,943 
354,232 

7,862 
766 

$ 27,082.28 
1,958 

47,032 
174,210 
204,504 
48,781 
15,295 
44,355 

$ 12,861.61 
1,744 

35,846 
123,598 
186,195 
38,997 
21,291 
55,831 

$ 14,310.61 
5,608 

57,751 
159,436 
264,359 

71,614 
104,400 
344,921 

Commodity Commodity 
Third Tier Fourth Tier 

$ 1,114,712 $ 227,011 
58,993 13,494 
25,707 9,021 

- - 
Commodity 
Fifth Tier 

$ 383,144 $ 
22,757 $ 
77,690 $ 

- $  
- $  
- $  
- $  

- Total 
4,731,517 

249,894 
250,376 

2,666,736 
1,213,605 

17,437 
28,142 

$ - $  - $  54,254 
9,311 

140,629 
457,244 
655,058 
159,392 
140,986 
445,108 

2 inch Irrigation $ 2,168 $ 4,032 $ - $  - $  - $  - $ 6,199 
- $ 129,215 Raw 129,215 

Peoria - Public Interruptible 38 - $  38 

3 Inch Fire $ 126 $ - $  - $  - $  - $  - $  126 
4 Inch Fire 7,317 - $ 7,317 
6 Inch Fire 8,843 - $ 8,843 
8 Inch Fire 1,819 - $ 1,819 

Private Hydrant - Peoria 4,696 - $ 4,696 

TOTALS $ 4,364,600 $ 2,194,380 $ 2,886,633 $ 1,199,412 $ 249,525 $ 483,592 $ 11,378,142 
Percent of Total 38.36% 19.29% 25.37% 10.54% 2.19% 4.25% 100.00% 

95.75% 100.00% Cummulative % 38.36% 57.65% 83.02% 93.56% 

Category Revenue - % Cummulative 
Minimum $ 4,364,600 38.36% 38.36% 
Lowest Cost Commodity rate $ 1,718.015 15.10% 53.46% 
2nd Lowest Cost Commodity rate $ 1,864,232 16.38% 69.84% 
3rd Lowest Cost Commodity rate $ 1,675,777 14.73% 84.57% 

Highest Cost Commodity rate 
2nd Highest Cost Commodity rate $ 240,504 2.11% 86.68% 

$ 1,428,302 12.55% 97.12% 
$ 11,291,431 



Sun City Water District - Staff Proof 
Staff Proposed Rates 
Revenue Breakdown Summary 

5/8 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
3 Inch Residential 
6 Inch Residential 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
4 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Monthly Commodity 
- Mins First Tier 

$ 2,141,414 $ 166,106 
165,699 8,504 
114,903 3,527 
743,090 794,255 
393,452 364,350 

3,648 4,716 
1 1,400 12,615 

Commodity 
Second Tier 

$ 482,076 
24,527 
9,876 

987,845 
398,621 

8,847 
862 

$ 25,232.00 
2,736 

43,819 
162,308 
190,532 
45,448 
14,250 
41,325 

$ 10,716.81 
1,454 

29,869 
102,987 
155,145 
32,494 
17,741 
46,521 

$ 16,103.89 
6,311 

64,988 
179,416 
297,486 
80,588 

117,482 
388,144 

Commodity 
Third Tier 

$ 1,025,683 
54,281 
23,654 
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Commodity Commodity 
Fourth Tier Fifth Tier 

$ 239,596 $ 431,156 $ 
14,242 25,609 $ 
9,521 87,425 $ 

- $  
- $  
- $  
- $  

- Total 
4,486,031 

292,862 
248,906 

2,525,189 
1,156,423 

17,211 
24,877 

$ - $  - $  52,053 
10,501 

138,675 
444,710 
643,163 
158,530 

475,990 
149,473 

2 Inch Irrigation $ 2,040 $ 4,589 $ - $  - $  - $  - $ 6,629 
Raw 154,332 - $ 154,332 
Peoria - Public Interruptible 40 - $  40 

3 Inch Fire $ 130 $ - $  - $  - $  - $  - $  130 
4 Inch Fire 7,513 - $ 7,513 

8 Inch Fire 1,868 - $ 1,868 
Private Hydrant - Peoria 4,822 - $ 4,822 

6 Inch Fire 9,080 - $ 9,080 

TOTALS $ 4,124,748 $ 1,909,920 $ 3,063,172 $ 1,103,618 $ 263,358 $ 544,191 $ 11,009,008 
Percent of Total 37.47% 17.35% 27.82% 10.02% 2.39% 4.94% 100.00% 
Cummulative % 37.47% 54.82% 82.64% 92.66% 95.06% 100.00% 

Category Revenue - % Cummulative 

Lowest Cost Commodity rate $ 1,512,994 13.74% 51.21% 
2nd Lowest Cost Commodity rate $ 1,912,653 17.37% 68.58% 

2nd Highest Cost Commodity rate $ 253.838 2.31% 84.52% 
Highest Cost Commodity rate 

Minimum $ 4,124,748 37.47% 37.47% 

3rd Lowest Cost Commodity rate $ 1,500,545 13.63% 82.21% 

$ 1.607.284 14.60% 96.81% 
$ 10,912,061 



Sun City Water District - RUCO Direct 
RUCO Proposed Rates 
Revenue Breakdown Summary 

518 Inch Residential $ 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 inch Residential 
3 Inch Residential 
6 Inch Residential 

Monthly 
- Mins 
1,974,609 

101,861 
105,904 
684,894 
362,649 

3,362 
10,507 

Commodity 
First Tier 

$ 166,106 
8,504 
3,527 

11,726 
3,863 

18 
18 

Commodity 
Second Tier 

$ 441,903 
22,483 

9,053 
34,387 
11,317 

53 
53 

Commodity 
Third Tier 

$ 943,628 
49,939 
21,762 

128,307 
42,356 

199 
199 

Commodity 
Fourth Tier 

$ 213,114 
12,668 
8,469 

76,851 
25,382 

122 
122 
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Commodity 
Fifth Tier Total 

$ 418,176 $ 4,157,537 
24,838 $ 220,293 
84,794 $ 233,508 

1,754,774 $ 2,690,939 
785,380 $ 1,230,947 

14,847 $ 18,600 
18,656 $ 29,554 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 inch 
3 Inch 
4 Inch 
4 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

$ 23,266.56 
1,682 

40,387 
149,596 
175,615 
41,890 
13,134 
38,089 

$ 9,859.47 
1,337 

27,479 
94,748 

142,733 
29,894 
16,321 
42,799 

$ 15,619.09 
6,121 

63,031 
174,014 
288,531 
78,162 

113,945 
376,459 

$ - $  - $  - $  
- $  
- $  
- $  
- $  
- $  
- $  
- ! f J  

48,745 
9,140 

130,897 
418,359 
606,879 
149,946 
143,401 
457.348 

2 Inch Irrigation $ 1,862 $ 4,028 $ - $  - $  - $  - $ 5,890 
- $ 129,086 Raw 129,086 

Peoria - Public InterruDtible 33 - $  33 

3 Inch Fire $ 117 $ - $  - $  - $  - $  - $  117 
- $ 6,762 4 Inch Fire 6,762 

6 Inch Fire 8,173 - $ 8,173 
8 Inch Fire 1,681 - $ 1,681 

Private Hydrant - Peoria 4,340 - $ 4,340 

TOTALS $ 3,750,416 $ 692,047 $ 1,635,131 $ 1,186,390 $ 336,727 $ 3,101,465 $ 10,702,176 
Percent of Total 35.04% 6.47% 15.28% 1 1.09% 3.15% 28.98% 100.00% 
Cummulative % 35.04% 41.51% 56.79% 67.87% 71.02% 100.00% 

Category 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
3rd Lowest Cost Commodity rate 
2nd Highest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 3,750,416 35.04% 35.04% 
$ 326,874 3.05% 38.10% 
$ 519,248 4.85% 42.95% 

$ 225.782 2.11% 59.56% 
$ 1,551,562 14.50% 57.45% 

$ 1,558,897 14.57% 72.01% 
$ 7,932,780 



Tubac Water District 
Company Proposed Rates 
Revenue Breakdown Summary 

5/8 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

518 Inch Commercial 
3/4 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
4 Inch Commercial 

Monthly 
_. Mins 

$ 236,910 
$ 

29,316 

15,745 

Commodity 
First Tier 

$ 63,252 
$ 

22,552 

11,959 

Commodity 
Second Tier 

$ 103,089 
$ 

3,880 

613 

Commodity Commodity 
Third Tier Fourth Tier 

$ 69,185 $ 54,110 
$ - $  

- _ _ _ _  
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Commodity 
Fifth Tier Total 

$ - $ 526,546 
$ - $  

- $ 55,749 
- $  
- $ 28,317 
- $  

$ 25,462 $ 

22,141 
4,920 

55,107 
3,280 

22,269 $ 

15,168 
3,235 

47,998 
1,833 

7,768 $ - $  

24,304 

14,154 
772 

- $  - $ 55,499 
- $  
- $ 61,614 
- $ 8,156 
- $ 117,259 
- $ 5,885 
- $  
- $  

TOTALS $ 392,881 $ 188,267 $ 154,580 $ 69,185 $ 54,110 $ - $ 859,024 
Percent of Total 45.74% 21.92% 17.99% 8.05% 6.30% 0.00% 100.00% 
Cummulative % 45.74% 67.65% 85.65% 93.70% 100.00% 100.00% 

Cateqoty Revenue - % Cummulative 
Minimum $ 392,881 45.74% 45.74% 
Lowest Cost Commodity rate $ 63,252 7.36% 53.10% 
2nd Lowest Cost Commodity rate $ 103,089 12.00% 65.10% 
2nd Highest Cost Commodity rate $ 194,200 22.61% 87.71% 
Highest Cost Commodity rate $ 105,602 12.29% 100.00% 

$ 859,024 



Tubac Water District - Staff Proof 
Staff Proposed Rates 
Revenue Breakdown Summary 

518 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 inch Residential 
6 inch Residential 

5/8 Inch Commercial 
314 lnch Commercial 
1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
4 Inch Commercial 

Monthly 
- Mins 

$ 183,452 
$ 

22,703 

12,192 

Commodity Commodity 
First Tier Second Tier 

$ 46,260 $ 93,321 
$ - $  

27,194 4,769 

14,420 754 

Commodity 
Third Tier 

$ 78,032 
$ 

Rejoinder Exhibit TJB-1 RJ 
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Commodity Commodity 
Fourth Tier Fifth Tier - Total 

$ 66,508 $ - $ 467,573 
$ - $  - $  

- $ 54,666 
- $  
- $ 27,366 
- $  

19,717 $ 26,852 $ 

17,146 18,291 
3,810 3,901 

42,672 57,878 
2,540 2,210 

$ 9,548 $ - $  

29,873 

17,397 
949 

- $  - $ 56,117 
- $  
- $ 65,310 
- $ 7,711 
- $ 117,947 
- $ 5,699 
- $  
- $  

TOTALS $ 304,231 $ 197,007 $ 156,610 $ 78,032 $ 66,508 $ - $ 802,389 

Percent of Total 
Cummulative % 37.92% 62.47% 81.99% 91.71% 100.00% 100.00% 

37.92% 24.55% 19.52% 9.72% 8.29% 0.00% 100.00% 

Cateaory Revenue - % Cummulative 
Minimum $ 304,231 37.92% 37.92% 
Lowest Cost Commodity rate $ 46,260 5.77% 43.68% 
2nd Lowest Cost Commodity rate $ 93,321 11.63% 55.31% 
2nd Highest Cost Commodity rate $ 228,780 28.51% 83.82% 
Highest Cost Commodity rate $ 129,797 16.18% 100.00% 

$ 802,389 



Tubac Water District - RUCO Proof 
RUCO Proposed Rates 
Revenue Breakdown Summary 
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5/23 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1.5 Inch Residential 
2 Inch Residential 
6 Inch Residential 

Monthly Commodity Commodity Commodity Commodity Commodity 
First Tier Second Tier ~ Total Mins Third Tier Fourth Tier Fifth Tier 

$ 183,452 $ 46,745 $ 83,030 $ 62,624 $ 60,665 $ - $ 436,516 
$ - $  - $  - $  - $  - $  - $  

- $  

- $  

- 

22,701 21,825 4,350 - $ 48,876 

12,192 11,573 687 - $ 24,452 

518 Inch 
314 Inch 
1 Inch 
1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
4 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

TOTALS 
Percent of Total 
Cumrnulative % 

$ 19,717 $ 21,550 

17,145 14,679 
3,810 3,131 

42,672 46,450 
2,540 1,774 

$ 8,709 $ - $  

27,248 

15,869 
865 

- $  - $ 49,976 
- $  
- $ 59,072 
- $ 6,941 
- $ 104,991 
- $ 5,179 
- $  
- $  

$ 304,229 $ 167,727 $ 140,758 $ 62,624 $ 60,665 $ - $ 736,003 
41.34% 22.79% 19.12% 8.51% 8.24% 0.00% 100.00% 
41.34% 64.12% 83.25% 91.76% 100.00% 100.00% 

Cateqoiy 
Minimum 
Lowest Cost Commodity rate 
2nd Lowest Cost Commodity rate 
2nd Highest Cost Commodity rate 
Highest Cost Commodity rate 

Revenue - % Cummulative 
$ 304,229 41.34% 41.34% 
$ 46,745 6.35% 47.69% 
$ 83,030 11.28% 58.97% 
$ 183,606 24.95% 83.91% 
$ 118,394 16.09% 100.00% 
$ 736,003 
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EXECUTIVE SUMMARY 

My testimony is on behalf of the Applicant EPCOR Water Arizona Inc. 

(“EWAZ” or the “Company”) relative to the common equity cost rate that would 

afford EWAZ the opportunity to earn a fair return on its jurisdictional rate base. 

My recommended common equity cost rate is 10.70% resulting from the 

application of market-based cost of common equity models, the Discounted Cash 

Flow (“DCF”) approach, the Risk Premium Model (“RPM’) and the Capital Asset 

Pricing Model (“CAPM’), to the market data of the proxy group of nine water 

companies of similar risk to that of EWAZ. Since EWAZ’s common stock is not 

publicly traded, it is necessary to rely upon the market data of a proxy group of 

water companies of similar, but not necessarily identical, risk in determining a 

recommended common equity cost rate. Using the market data of a proxy group of 

relatively similar companies as well as using multiple common equity cost rate 

models adds reliability to the informed expert judgment applied in arriving at a 

recommended common equity cost rate. 

.. 
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Q. 

A. 

Q. 

A. 

INTRODUCTION AND PURPOSE OF TESTIMONY 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS 

ADDRESS. 

My name is Pauline M. Ahern. I am a Principal of AUS Consultants. My business 

address is 155 Gaither Drive, Suite A, Mt. Laurel, New Jersey 08054. 

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATIONAL BACKGROUND. 

I have offered expert testimony on behalf of investor-owned utilities before twenty- 

eight state regulatory commissions in the United States as well as one provincial 

regulatory commission in Canada on rate of return issues, including but not limited 

to common equity cost rate, fair rate of return, capital structure issues, and credit 

quality issues. I am a graduate of Clark University, Worcester, MA, where I 

received a Bachelor of Arts degree with honors in Economics. I have also received 

a Master of Business Administration with high honors and a concentration in 

finance from Rutgers University. The details of my educational background, 

expert witness appearances, presentations I have given and articles I have co- 

authored are shown in Exhibit PMA-DT1. 

On behalf of the American Gas Association (“A.G.A.”), I calculate the 

A.G.A. Gas Index, which serves as the benchmark against which the performance 

of the American Gas Index Fund (“AGIF”) is measured monthly. The A.G.A. Gas 

Index and AGIF are a market capitalization weighted index and mutual fund, 

respectively, comprised of the common stocks of the publicly traded corporate 

members of the A.G.A. 

I am also the Publisher of AUS Utility Reports, responsible for supervising 

the production, publication, distribution and marketing of its reports. I am 

responsible for overseeing the production of the annual Financial & Operating 

1 
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A. 

Statistics Report for the National Association of Water Companies (“‘NAWC”). 

I am a member of the Society of Utility and Regulatory Financial Analysts 

( “ S W A ” )  where I sen;e on its Board of Directors, having served two terms as 

President, from 2006 - 2008 and.2008 - 201’0. Previously, I heM the position of 

Secretary/Treasurer ;om 2004 - 2006. In 1992, I was awarded the professional 

designation “Certified Rate of Return Analyst” (‘‘CREU”) by SURFA, which is 

based upon. education, experience and the successful completion of a 

comprehensive &itten examination. 

- .  

.L. 

I am also an associate member of the National Association of Water 

Companies, serving on its Finance/Accounting/Taxation and Rates and Regulation 

Committees; a member of the Energy Association of Pennsylvania, formerly the 

Pennsylvania Gas Association; and a member of the American Finance, Financial 

Management and Energy Bar Associations. I am also a member of Edison Electric 

Institute’s Cost of Capital Working Group, the Advisory Board of the Financia1 

Research Institute of the University of Missouri and the Advisory Council of New 

Mexico State University’s Center for Public Utilities. 

WHAT IS THE PURPOSE OF YOUR.DIRECT-TESTIMONY? 

- 

- The purpose is to provide testimony on behalf of Applicant EPCOR Water 

Arizona Inc. (,‘EWAZ” or the “Cornpany”) relative to the common equity cost rate 

that would afford EWAZ the opportunity to earn a fair return on its jurisdictional 

- I  
I. . rate base. 

HAVE YOU PREPAWD AN EXHIBIT WHICH SUPPORTS YOUR 

RECOMMENDED COMMON EQUITY COST RATE? 

Yes. It has been designated as Exhibit PMA-DT2 and contains Schedules 1 

thiougli 9. 
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I .  
I 

WHAT 1S.YOUR RECOMMENDED COJMMON EQUITY COST WTE? 

I recommend that the Arizona Corporation Commission (“‘ACC” or “the 

Commission”) authorize the Company . - . .  ...i’. the. opportunity to earn a common equity 

cost rate of 10-70% on the common equity portion of its jurisdictional rate base. 

SUMMARY 

PLEASE SUMMARIZE YOUR RECOMMENDED COMMON EQUITY 

COST RATE. 

My recommended common equity cost rate of 10.70% is summarized on Schedule 

1. As a wholly-owned subsidiary of EPCOR Water (USA), Inc. (“EPCOR” or “the 

Parent”), EWAZ’s common stock is not publicly traded. Thus, a market-based 

comrnon equity cost rate cannot be directly observed for the Company. 

Consequently, I have assessed the market:based common equity cost rates o 

relatively similar companies, but not necessarily identical risk, Le., a proxy grouy, 

for insight into a recominended common equity cost rate applicable to EWAZ- 

Using companies of relatively comparable similar risk as proxies is consistent with 

the principle of fair rate of return established in ;he Hope‘ and Bluejeld2 cases, 

adding reliability to the informed expert judgment necess,ary to arrive at a 

recommended common equity cost rate. However, no proxy group can be selected 

to be identical in risk to EWAZ. Therefore, the proxy group’s results must be 

adjusted, if necessary, to reflect the unique relative financial (credit) andor 

business risks of the Company. 

. . ... c . ., ... 

t 

My recommendation results from the application of market-based cost of 

common equity mpdeIs, the Discounted Cash Flow (“DCF”) approach, the Risk 
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- _ _  - - 

Premium Model (“RPM’) and the Capital Asset Pricing Model (“CAPM’)), to the 

market data of the proxy group of nine water companies whose selection will be 

discussed below. 
-..... 

The results derived from each are as follows: 

Table 1 

Proxy Group 
of Nine 
Water 

Companies 

Discounted Cash Flow Model 
Risk Premium Model 
Capital Asset Pricing Model 

Indicated Common Equity 
Cost Rate 

Credit Risk Adjustment 

8.37%3 
11.25% 
9.93% 

9.95% 

0.44% 

Business Risk Adjustment ’ 0.30% 
. i 

” Indicated ??~rnmon Equity Cost Rate 10.69% 

Recommended Common Equity Cost Rate 10.70Y~ 

After reviewing the cost rates based upon these models, I conclude that a 

common equity cost rate of 9.95% is indicated before any adjustment for EWAZ’s 

greater credit and business risks relative to the proxy group of nine water 

companies as I discuss in more detail below in my direct testimony. Thus,>the 

As’ discussed later in my testimony, the current DCF model understates the 
required return on common equity by as much as 439 basis points due to a highly 
unusual and, in all likelihood temporary, convergence of historically anomalous 
market conditions. Accordingly, the results of that model should be given only 
very limited weight in deriving a reasonable return on equity in this proceeding. 
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Q- 

A. 

. .  

indicated common equity cost rate based upon the nine'water companies needs to 

be adjusted upward by 0.44% to reflect EWAZ's greater credit risk and by 0.30% 

to reflect its greater business risk. After adjustment, the common equity cost rate is 

10.69%, which I have.rounded to 10.70% for my recommended common equity 

cost rate. 

GENERAL PRINCIPLES 
WHAT GENERAlL PRINCIPLES HAVE YOU CONSIDERED IN 

ARRIVING- AT YOUR RECOMMENDED COMMON EQUITY COST 

RATE OF 1O.7O%? 

In unregulated industries, the competition of the marketplace is the principal 

determinant of the price of products or services. For regulated public utilities, 

regulation must act as a substitute for marketplace competition. Assuring that t h t  

utility can fulfill its obligations to the public while providing safe and reliable 

service at all times requires a level of earnings sufficient to maintain tbe integrity 

of presently invested capital as well as. permitting the attraction of needed new 

capital at a reasonable cost in competition with other firms of comparable risk. 

This is consistent with the fair rate of return standards established by the 

U S .  Supreme Court in the Hope and Bluefield cases. Consequently, marketplace 

data must .be relied upon in assessing a common equity cost rate appropriate for 

ratemaking purposes. Therefore, my recommended common equity cost rate is 

based upon marketplace :data for a proxy group of utilities a s  similar in risk as 

possible to EWAZ, based upon selection criteria that will be discussed 

subsequently- The use of the market data for the proxy group adds reljability to the 

informed expert judgment used in arriving at a recommended common equity cost 

rate, and the use of multiple common equity cost rate models also adds reliability 

when amving at a recommended common equity cost rate. 
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BUSINESS RISK 

PLEASE DEFJNE BUSINESS RISK AND EXPLAIN w m  IT IS 

IMPORTANT. TO THE DETERMINATION OF A  FAIR RATE OF 

RETURN. 
Business risk is the riskiness of a company’s common stock without the use of debt 

and/or preferred capital. Examples of general business risks faced by utilities, 

i.e., electric, natural gas distribution and water, include the quality of management, 

the regulatory environment, customer mix and concentration of customers, service 

territory growth, capital intensity and size, all of which have a direct bearing on 

earnings. An individual utility may face different levels of one or more a particular 

risks. This means that business risk is important to the determination of a fair rate 

of return because the greater the level of risk, the greater.the rate of return investors 

demand, consistent with the basic financial principles of risk and return. 

WHAT BUSINESS. RISKS DOES THE WATER AND WASTEWATER 

INDUSTRY XN GENERAL FACE TODAY? 

Water is essential to life and unlike electricity or natural gas, water is the only 

utility product that is intended for customers to ingest. Consequently, water quality 

is of paramount importance to the health and wellbeing of customers. Water is 

therefore subject to additional and increasingly strict health and safety regulations. 

Beyond health and safety concerns; water utility customers also have significant 

aesthetic concerns regarding the water delivered to them and regulators pay close 

-%tention to these concerns because of the strong feelings they arouse in consumers. 

Also, ‘unlike many electric and natural gas utilities, water utilities serve a 

production function’in addition to the delivery functions served by electric and gas 

utilities. 
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Water utilities obtain supply from wells, aquifers, surface water reservoirs 

or streams and rivers- Throughout the years, well supplies and aquifers have been 

environmentally threatened, with historically minor purification treatment giving 

way to major well rehabilitation, extensive treatment or replacement. 

Simultaneously, safe drinking water quality standards have tightened considerably, 

requiring multiple treatments prior to water delivery. Supply availability is also 

limited by drought, water source overuse, runoff, threatened specieskabitat 

protection and other operational, political and environmental factors. In addition, 

the Environmental Protection Agency (“EPA”), as well as individual state and local 

environmental agencies, are continuaIly monitoring potentid contaminants in the 

water supply and promulgating regulations for contain,ment, which often results in 

the tightening of current regulations when necessary. Increasingly ‘stringen‘ 

environmental standards necessitate additional capital investment in tht 

distribution and treatment of water, exacerbating the pressure on free cash flows 

that arises from increased capitd expenditures for infrastructure repair and 

replacement.‘ In the course of procuring water supplies. and treating water to 

comply with Safe Drinking Water Act (“SD-WA“) standards, water utilities have an 

ever-increasing responsibility to be stewards of the environment from which 

supplies are drawn in order to preserve and protect the essential natural resources 

of the United States. 

’ 

Water utilities are typically vertically engaged in the entire process of 

acquiring supply, production, treatment and distribution of water. In contrast, 

electric and natural gas companies, where transmission and distribution is ofte? 

separate from generation, oftentimes do not produce the electricity or -natural gas 

that which they transmit and distribute. Hence, water utilities require significant 

capital investment in not only distribution and transmission systems but also in -- I 
7 
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sources of supply and production (wells and treatment facilities) nd storage 

facilities. The capital investment is necessary to both serve additional customers 

and to replace aging systems, creating a major risk facing the water and wastewater 

utility industry. 

Because the water and wastewater industry is more capital-intensive than 

the electric, combination electric and gas or natural gas utilities, the investment 

required to produce a dollar of revenue is greater. For example, as shown on 

page.1 of Schedule 2, it took $3.51 of net utiIity plant on average to produce $1.00 

in operating revenues in 20 12 for the water utility industry as a whole. For E W U ,  

it took a much lower $3.28 of net utility plant to produce $1.00 of operating 

revenues. In contrast, for the electric, combination electric and gas and natural gas 

utility industries, on average it took only.$2.56, $2.13 and $1.56, respectively, to 

produce $1.00 in operating revenues in 2012.. The greater capital intensity of water 

utilities is not a new phenomenon, as water utilities have exhibited a consistently 

and significantly greater capital intensity relative to electric, combination electric 

and gas and natural gas utilities during the ten years ended 2012, as shown on 

page 2 of Schedule 2. As financing needs have increased over the last decade, the 

competition for capital from traditional sources has increased, making the need tc 

maintain financial integrity and the ability to attract needed new capital 

increasingly impocant. 

WHY IS THERE AN INCREASED NEED FOR FINANCING? 

There are a’ number of challenges facing the water, and also the wastewatei 

industry. The National Association of Regulatory Commissioners (‘‘NAIXUC’’) h z  

highlighted the challenges facing. the water and wastewater industry stemming 

from its capital intensity. NARUC’s Board of Directors adopted the following 
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resolution in July.20 13 -4 

WHEREAS, There is both a constitutional basis and judicial 
precedent allowing investor owned public water and wastewater 
utilities the gpportunity to earn a rate of return that is reasonabIy 
sufficient to assure confidence in the financial soundness of the 
utility and its ability to provide quality service; and 

WHEREAS, Through the Resolution Supporting Consideration of 
Regulatory Policies Deemed as “Best Practices” (2005), the 
‘National Association of Regulatory Utility Commissioners 
(NARUC) has previously recognized the role of innovative 
regulatory policies and mechanisms in the ability for public water 
and wastewater utilities to add4:ss significant infrastructure 
investment challenges facing water .: and wastewater system 
operators; and 

* * *  

’ WHXREAS, ‘Recent analysis shows that as corn ared to other 
regulated utility sectors, significant and widespreaz discrepancies 
continue to be observed, between commission authorized returns on 
equity and observed actual returns on equity among regulated water 

‘ and wastewater utilities; and 

WHEREAS, The extent of such discrepancies suggests the 
existence of challenges unique to the regulation of water and 
wastewater utilities; and - . 

. . ’ .  
.. * * *  

.AWHEREAS, Deficient. returns present a clear challenge to the 
abiliiy of the water and wastewater industry to attract the capital 
necessary to address hture infrastructure investment requirements 
necessary to provide safe and reliable service, which could exceed 
one trillion dollars over a 20-year period; and 

WHEREAS, The NARUC Committee on Water recognizes the 
critical role of the implementation and the effective use of sound 
regulatory practice [sic] and the innovative regulatory policies 
identified in the Resolution Supporting Consideration of Regulatoory 
Policies Deemed as “Best Practices ”; and 

* * *  

~ 

“Resolution Supporting Consideration of Regulatory Policies Deemed as ‘Best 
Practices”’, Sponsored by the Committee on Water. Adopted by the NARUC 
Board of Directors, July 2013. 
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RESOLVED, That the Board of Directors of the National 
Association of Regulatory Utility Commissioners, convened at its 
2013 Summer Meeting in Denver, Colorado, identifies the 
implementation and effective use of sound regulatory practice [sic] 
and the innovative regulatory policies identified the Resolution. 
Supporting Consideration of Regulatory Policies Deemed as “Best 
Practices” (2005) as a critical component of a water and/or 
wastewater utility’s reasonable ability to earn its authorized return; 
and be it further 

RESOLVED, That NARUC recommends that economic regulators 
carefully consider and implement appropriate ratemaking measures 
as needed so ‘that water and wastewater utilities have a reasonable 
opportunity to earn their. authorized returns within their 
jurisdictions.. . . ...: 

. %  

IS EWAZ FACING A SIGNIFICANT NEED FOR INF&ISTRUCTURE 

INVESTMENT? 

Yes, the Company is facing significant capita1 investment needs with projected net 

capital expenditures of $1 80,484,62 1 for 20 14 through 20 18, representing an 

increase of approximately 26% over 2012 net utiiity plant of $701,840,737. 

PLEASE CONTINUE WITH’YOUR DISCUSSION OF BUSINESS RISKS. 

Coupled with its capitil-intensive nature, the water and wastewater utility industry 

also experiences lower relative depreciation rates as well. Lower depreciation 

rates, as one of the principal sources of internal cash flows for all utilities, mean 

that water and wastewater utility depreciation as a source of internally-generated 

cash is .far less for water and wastewater utilities than for electric, combination 

electric and gas or natural gas. Water and wastewater utilities’ assets have longer 

lives and, hence, longer capital re.couery periods. As .such, water and wastewater 

utilities face greater risk due to inflation which results in a higher replacement cost 

per dollar o f  net plant than for other types of utilities. As shown on page 3 of 

Schedule 2, water and wastewater utilities experienced an average depreciation rate 

o f  3.1% for 2012 with EWAZ experiencing a slightly lower rate of 2-6%. 
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In contrast, in 2012, the electric, combination electric and gas and natural gas 

utilities experienced average depreciation rates of 3.2%, 3.5% and 4.1 %, 

respectively. Similar to the greater capital intezpity # ia the water utility industry, 

the lower relative depreciation rates of water and wastewater utilities are not a new 

phenomenon, as shown on page 4 of Schedule 2. Low depreciation rates signify 

that the pressure on cash flows remains significantly greater for water and 

wastewater utilities than for other types of utilities. 

Not only is the .water and wastewater utility industry historically capital 

intensive, it is expected to incur significant capital expenditure needs over the next 

20 years. 

In 20 11, the EPA stated the f~llowing:~ 

The survey estimated a .total national infrastructure ne 
billion for the 20-year period from January 201 1 throul 
2030. 

1 is $384.2 
L December . 

* * *  

The large rnagnitude’of the national need reflects the challenges 
confronting water systems as they deal with an infrastructure network 
that has aged considerably since these systems were constructed, in 
many cases, 50 to 100 years ago. 

* x *  

With $247.5 billion in needs over the next 20 years, transmission and 
distribution projects re resent the largest category of need. This 
result is consistent w i g  the fact that transmission and distribution 
mains account for most of the nation’s water infrastructure. The 
other categories, in descending order of need are: treatment, storage, 
source and a miscellaneous category of needs called “other”. 

“Fact Sheet: “EPA’s 2011 Drinking Water Infrastructure Needs Survey and 
Assessme’nt,” United States Environmental Protection Agency, Office of Water, 
April 20 13. 
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A. 

FROM WHERE IS ALL THIS NECESSARY CAPITAL GOING TO BE 

RAISED, MS. ARERN? 

The question of where the necessary capital is going to be raised highlights the 

importance of capital attraction. Water and wastewater utility capital expenditures .* . 

as large as those projected by the EPA will require significant financing. The three 

sources typically used for financing are debt, equity (common and preferred) and 

cash flow. All three are intricately linked to the opportunity to earn a sufficient 

rate of return as well as the ability to achieve that retun. Consistent with Hope and 

Bluefield, the return must be sufficient enough to maintain credit quality as well as 

enable the attraction of necessary new capital, be it debt or equity capital. If it is 

unable to raise debt or equity capital, the utility must turn to either retained 

earnings or free cash flow (operating cash flow (fimds from operations) minus 

capital expenditures), both of which are directly linked to earning a sufficient rate 

of return. The level of free cash flows represents'the financial flexibility of a 

company or a company's ability to meet the needs of its debt and equity holders. 

If either retained earnings or free cash flows are inadequate, it will be nearly 

impossible for the utility to attract the needed new capital on reasonable terms so it 
.. . 

can invest in needed new infrastructure. It is clear that an insufficient rate of return 

can be financially devastating for utilities and for their customers. Page 5 of 

Schedule 2 demonstrates that the free cash flows (funds from operations minus 

capital expenditures) of water utilities as a percent of total operating revenues has 

been consistently negative and below that of the electric, combination electric and 

gas and natural gas utilitaies for the ten years ended 2012, showing some 

improvement in 2011 and 2012. MagnifLing the impact of water and wastewater 

utilities' potentially inadequate cash flow position is a general inability to achieve 

their authorized rate of re@n on common equity. 
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In view of the foregoing, it is clear that the water utility industry’s high 

degree of capital intensity and low depreciation rates, coupled with the need for 

substantial infrastructure capital spending, makes the need to maintain financial 

integrity and the ability to attract needed new capital increasingly important in 

order for water and wastewater utilities to be able to successfdly meet the 

challenges they face. 

DOES A COMPANY’S SIZE HAVE A BEARING ON BUSINESS RISK? 

Yes. Company size is a significant element of business risk for which investors 

expect to be compensated through higher returns on their investment. Smaller 

companies are simply less able to cope with significant events that affect sales, 

revenues and earnings. For example, smaller companies face more risk exposure to 

business cycles and economic conditions, both nationally and locally 

Additionally, the loss of revenues fiom a .few larger customers would have i. 

I 

r greater effect on a small company than on a much bigger company with a larger, 

more diverse, customer base. 

diverse in their operations and have less financial flexibility. . 

Moreover, smaller companies are generally less 

Further evidence of the risk effects of size includes the fact that investors 

demand higher returns to compensate for the lack of marketability and liquidity of 

the securities of smaller firms. It is a basic financial principle that it is the use, of 

h d s  invested and not the source of those funds that gives rise to the risk of any 

investment.6 Consistent with the financial principle of risk and return discussed 

above, such increased risk due to small size must be taken into account in the 

allowed rate of return on common equity. 

I 
Richard A. Brealey and Stewart C. Myers, Principles of Corporate Finance (McGraw 6 

Hill Book Company, 1996) 204-205,229. .-/ 
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V. 

Q- 

A. 

PLEASE DISCUSS HOW EWAZ’S SIZE INCREASES ITS BUSINESS 

RISK RELATIVE TO THJ3 PROXY GROUP. 

EWAZ is smaller than the average company in the proxy group of nine water 

companies based upon estimated market capitalization. I will discuss this more 

below. For now, as shown on Schedule 9, page 1, EWAZ’s estimated market 

capitalization of $339.890 million is lower than the average market capitalization 

of the proxy water group, $1.740 billion at October 31, 2013. Consequently, 

EWAZ has greater relative business risk because, all else being equal, size has a 

bearing on risk. 
.. . 

FINANCIfi RISK 

PLEASE DEFINE FINANCIAL RISK AND EXPLAIN WHY IT IS 

WrPORTGNT TO THE DETERMINATION OF A FAIR RATE OF 

RETURN. 

Financial risk is the additional risk created by the introduction of senior capital, 

Le., debt and prefened stock, into the capital structure. The higher the proportion 

of senior capital in the capital structure, the higher the financial risk which must be 

factored into the common equity cost rate, consistent with the previously 

mentioned basic financial principle of risk and return, Le., investors demand a 

higher common equity return as compensation for bearing higher investment risk. 

S&P initially published its electric, gas, and water utility ratings rankings in 

, a framework consistent with the manner in which it presents its rating conclusions 

across all other corporate sectors in November 2007. S&P then ~ t a t e d : ~  

Standard & Poor’s - Ratings Direct - “U.S. Utilities Ratings Analysis Now Portrayed 
In The S&P Corporate Ratings Matrix” (November, 30,2007) 2. 
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Incorporating utility ratings into a shared framework to communicate 
the fimdamental credit analysis of a company furthers the goals of 
transparency and comparability in the ratings process. 

* * *  

The utilities rating methodology remains unchanged, and the use of 
the corporate risk matrix has not resulted in any changes to ratings or 
outlooks. The same five factors that we analyzed to produce a 
business risk score in the familiar 10-point scale are used in 
determining whether a utility possesses an “Excellent,” “Strong,” 
“Satisfactory,” “Weak,” or “Vulnerable” business risk profile. 

In September 2012, S&P refined and expanded its Business Risk / Financial 

Risk Matrix in an effort to provide greater transparency to its corporate rating 

methodology without changing its rating criteria or standards (see Table 1-Business 

and Financial Risk Profile Matrix and Table 2:Financial Risk Indicative Ratios 

(Corporate),. pages 2 and 3 of Schedule 3). Notwithstanding the financial 

benchmark metrics published in Table 2, S&P stated: 

We do not have any redetermined weights for these categories. The 
significtince of  speci ! ic factors varies.fiom situation to situation. 

* * *  ”. . .. .. 
.- . - , ’  .... I... . 

.., . .  . .~ . .  , .  
.. ._ 

The’*rating matrix indicative o&%nqi are what we typically obse&e 
- but are not meant to be precise indications or guarantees of hture 
rating opinions. Positive and negative nuances in our analysis may 
lead to  a notch higher or lower than the outcomes indicated in the 
various cells of the matrix. 

‘’ 

As shown on Schedule 7, page 4, the average S&P bond rating of the nine 

water companies is a split A+/A. It is my opinion that if EWAZ’s bonds .were 

actually rated by either Moody’s or S&P, or if EWAZ were to be assigned a credit 

rating by S&P,. it would be rated in the Baa / BBB bond credit rating categories for 

three reasons. 
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One, as stated previously, smaller companies have less financial flexibility as 

they are unable to cope with significant events that affect sales; revenues and 

earnings. Because of their small size, smaller companies, in my opinion, need to 

.maintain a higher equity ratio (or lower debt ratio), as mitigation, but not 

elimination, of the added risk due to their small size. Second, certain financial 

metrics of EWAZ, which will be discussed subsequently, are consistent with the 

Baa/BBB category, at best. Third, as will also be discussed subsequently relative 

to a credit risk adjustment, the bond rating agencies, specifically S&P, link the 

bond / credit ratings of subsidiaries with those of their parent holding companies. 

Therefore, in my opinion, if EWAZ were rated, it would be rated in the Baa / BBB 

rating category, a less credit-worthy, or riskier, bond / credit rating category than 

that of the proxy group of nine water companies. 

CAN THE COMBINED BUSINESS MSKS, I.E., INVESTMENT RISK OF 

AN ENTERPRISE, BE PROXIED BY BO.ND AND CREDIT RATINGS? 

Yes, similar bond ’ ratings/issuer credit (bondcredit) ratings reflect and are 

representative of similar combined business and financial risks, Le., total risk faced 

by bond investors. Although specific business or jjnancial risks may differ 

between companies, the same bondcredit rating indicates that the combined risks 

are similar, albeit not necessarily equal, as the purpose of the bondcredit rating 

process is to assess credit quality or credit risk and not common equity risk. 

Risk distinctions within S&P’s bond rating categories are recognized by a plus or 

minus, i.e., within the A category, an S&P rating can be at A+, A, or A-. Similarly, 

risk distinctions for Moody’s ratings are distinguished by numerical rating 

gradations, Le., within the A category, a Moody’s rating can be All  A2 and A3. 

For S&P, additional risk distinctions are reflected in the assignment of one of the 

six business risk profiles and six fmancial risk profiles, shown in Tables 1 and 2 on 
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pages 2 and 3 of Schedule 3, respectively- 

In summary, it is clear that S&P’s bonacredit rating process encompasses a 

qualitative analysis of business and financial risks (see page 3 of Schedule 4). 

While not a means by which one can specifically quanti@ the differential in 

common equity risk between companies, bond/credit ratings provide a usefill 

means with which to compare/differentiate investment risk between companies 

because they are the result of a thorough and comprehensive analysis of all 

diversifiable business risks, i.e., investment risk. 

HAVE YOU REVIEWED FINANCIAL DATA FOR EWAZ? 

Yes. EWAZ provides water service to approximately 200,000 water customers in 

Santa Cruz, Mohave and a portion of eastern Maricopa counties. As a wholly- 

owned subsidiary of EPCOR, EWAZ’s common stock is not publicly traded. 

As shown on page 1 of Schedule 4, during the five-year period ending 2012, 

the achieved average earnings rate on book common equity for EWAZ was 2.40%. 

The five-year ending 20 12 average common equity ratio based upon permanent 

capital was 43.65%. 

Total debt as a percent of earnings before interest, taxes, depreciation and 

amortization (“EBITDA”) for the years 2008-2012 ranged between a negative 4.27 

times and 7.85 times, averaging 5.77 times during the period, while fimds from 

operations relative to total debt ranged from a negative 0.05% to 5.21%, averaging 

1.76%. These metrics, although they are not meant to be precise indications of 

ratings opinions, canfirm my opinion that if EWAZ’s long-term debt were rated by 

either Moody’s or S&P, it would likely be in the Baa / BBB bond rating category, 

specifically BaalBBBt.  I will discuss this further below in my testimony. 
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A. 

Q- 
A. 

PROXY GROUP 

PLEASE EXPLAIN HOW YOU CHOSE THE PROXY GROUP OF NINE 

WATER COMPANIES. 

I chose the proxy group by selecting those companies which meet the following 

criteria: 1) they are included in the Water Corgpany Group of AUS Utility Reports 

(November 2013); 2) they have 70% or greater of 2012 total operating income 

derived fiom and 70% or greater of 2012 total assets devoted to regulated water 

operations; 3) at the time of the preparation of this testimony, they had not publicly 

announced that they were involved in any major merger or acquisition activity, 

i s - ,  one publicly-traded utility merging with or acquiring another; 4) they have not 

cut or omitted their common dividends during the five years ending 2012 or 

through the time of the preparation of this testimony; 5)  they have a Value Line 

Investment Survey (Value Line) adjusted beta; and 6) they have Value Line, 

Reuters, Zacks or Yahoo! Finance, consensus five-year earnings per share C‘EPS’’) 

growth rate projections. The following nine companies met these criteria: 

American States Water Co., American Water Works Co., Inc., Aqua America, Inc., 

Artesian Resources Corp., California Water Service Corp., Connecticut Water 

Service, Inc., Middlesex Water Co., SJW C o p .  and York Water Co. 

HAVE YOU REVIEWED FINANCIAL DATA FOR THE PROXY GROUP? 

I 

Yes. Page 2 of Schedule 4 contains comparative capitalization. and financial 

statistics for the nine proxy group water companies for the years 2008-2012. 

As shown on page 2 of Schedule 4, during the five-year period ending 20 12, 

the historically achieved average earnings rate on book common equity for the 

group ,averaged 8.26%. The average c o w o n  equity ratio based upon permanent 

capital (excluding short-term debt) was 49.42%, and the average dividend payout 

ratio was 65.95%. 
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A. 

VIII. 

Q- 
A. 

Total debt as a percent of EBTTDA for the years 2008-2012 ranged between 

3.84 and 9.07 times, averaging 5.51 times, while hnds kom operations,relative to 

total debt ranged between 16.14% to 20.65%, averaging 17.82%. 

COMMON EQUITY COST RATE MODELS 

ARE THE COST OF COMMON EQUITY MODELS YOU USE MARKET- 

BASED MODELS? 

Yes. It is important to use market-based models because the cost of common 

equity is a function of investors’ perception of risk, which is embodied in the 

market prices they pay. The DCF model is market-based in that market prices are 

utilized in developing the dividend yield component of the model. The RPM is 

market-based in that the bond ratings and expected bond yields used in the 

application of the RPM reflect the market’s assessment of bondcredit risk 

In addition,. the use of betas to determine the equity risk premium also reflects the 

market’s assessment of rnarkethystematic risk as betas are derived from regression 

analyses of market prices. The CAPM is market-based for many bf the same 

reasons that the RPM i s  market-based Le., the use of expected bond (U.S. Treasury 

bond) yields and betas. 

DISCOUNTED CASH FLOW MODEL (“DCP”) 

WHAT IS THX THEORETICAL BASIS OF T€€E DCF MODEL? 

The theory underlying the DCF model is that the present value of an expected 

future stream of net cash flows during the investment holding period can be 

determined by discounting those cash flows at the cost of capital, or the investors’ 

capitalization rate. DCF theory indicates that an investor buys a stock for an 

expected total return rate, which is derived from cash flows received in the form of 

dividends plus appreciation in market price (the expected g o d  rate). 

4.: 

. .  
“..’-’. 

. .  

b - .  . .  

-4, 

.. . 

Mathematically, the dividend yield on market price plus a growth rate equals tht r 
19 
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Q- 
A. 

Q. 

A. 

Q- 

A. 

capitalization rate, Le.,' the total common equity return rate expected by investors. 

WMCH VERSION OF TIXE DCP MODEL DO YOU USE? 

I utilize the single-stage constant. growth DCF model because, in my experiencc,,..it 

is the most widely utilized version of the DCF used in public'utility rate regulation. 

In my opinion, it is widely utilized because utilities are generally in the mature 

stage of their lifecycles and not transitioning from one growth stage to another. 

PLEASE DESCRIBE THE DIVIDEND YIELD YOU USED IN YOUR 

APPLICATION OF THE DCF MODEL. 

The unadjusted dividend yields &-e based upon 'a recent (October 31, 2013) 

indicated dividend divided by the average of closing market prices for the 60 days 

ending October 3 1,2013 as shown in Column 1 on page 1 of Schedule 5. 

PLEASE EXPLAIN THE ADJUSTED DIVIDEND .YIELD SHOWN ON 

PAGE'I OFSCHEDULE 5, COLUMN 7. 

Because dividends are paid periodically (quarterly), as opposed to continuously 

(daily), an adjustment must be made to the dividend yield. This is often referred to 

as the discrete, or the Gordon Periodic, version of the'DCF model. I 

DCF theory calls for the use of the full growth rate, or Dl, in calculating the 

dividend yield comporient of the model. However, since the various companies in 

the proxy group increase their quarterly dividend at various times during the year, a 

reasonable assumption is to reflect one-half the annual dividend growth rate in the 

dividend yield component, or D112. This. is a conservative approach, which does not 

overstate the dividend yield that should be representative of the next twelve-month 

period. Therefore, the actual average dividend yields in Column 1 on page 1 of 

Schedde 5 have been adjusted upward to reflect one-half the average projected 

growth rate shown in Column 6.  

20 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

,12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

/ ,  .- 23 

. 24 

25 

26 

Q- 

A. 

Q- 
A. 

PLEASE EXPLAIN THE BASIS .OF THE GROWTH RATES OF THE 

PROXY GROW THAT YOU USE IN YOUR APPLICATION OF THE DCF 

MODEL. 

Schedule 6 shows that on average approximately 50% of the common shares ofthe 

nine water companies are held by individuals as opposed to institutionaI investors. 

Institutional investors tend to have more extensive informational resources than 

most individual investors. Individual investors, .with more limited resources, are 

therefore likely to place great significance on the opinions expressed by financia1 

information services, such as Value Line, Reuters, Zacks and Yahoo! Finance, 

which are easily accessible andor available on the Internet and through public 

libraries. Investors realize that analysts have significa‘nt insight into the dynamics 

of the industries and individual companies they analyze, as ,well as an entity’y 

historical and fbture abilities to effectively manage the. effects of changing laws 

and regulations and ever changing economic and market conditions. 

Security analysts’ earnings expectations have a more significant, .but not 

sole, influence on market prices than dividend expectations and market price 

appreciation or the “growth” experienced by investorsm8 Moreover, over the long 

run, there can be no gxowth. in dividends per share without growth in EPS. 

Thus, the use of earnings growth rates in a DCF analysis provides a better 

matching between investors’, market price appreciation expectations and the growth 

rate component of the DCF. 

PLEASE SUMMARIZE YOUR DCF MODEL RESULTS. 

As shown on page 1 of Schedule 5,  the average result of the application of the 

single-stage DCF model is 8.86% while the median result is 8.37%. In arriving at a 

I 
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A. 

conclusion of a DCF-indicated common equity cost rate for the proxy group, I have 

relied upon the median of the results of the DCF, due to the wide range of.D.CF _. ~ 

results as well as the continuing volatile capital market conditions in light of the 

continuing fiagile economic recovery, and to not give undue weight to outliers on 

either the high or the low side. In my opinion, the median is a more accurate and 

reliable measure of central tendency, and provides recognition of all the DCF 

results. 

PLEASE COMMENT ON THlE APPLICABILITY OF THE DCF MODEL 

IN ESTABLISHING A COST OF COMMON EQUITY FOR EWAZ. 

The DCF model has a tendency to inaccurately measure investors’ required 

common equity return rate when the market value of common stock differs 

significantly from its book value. Mathematically, because the “simplified” DCF 

model traditionally used in rate regulation assumes a market-to-book ratio of one, it 

understates/overstates investors’ required retun rate when market value exceeds OK 

is less than book value. It does so because, in many instances, market prices reflect 

investors’ assessments of long-range market price growth potentials (consisten1 

with the infinite investment horizon implicit in the standad regulatory’version d 

the DCF model) not fXly reflected in analysts’ shorter range forecasts o f  ‘future 

growth in EPS, an accounting proxy. Thus, the market-based DCF model will 

result in a total annual dollar return on book common equity ‘equal to the total 

annual dollar return expected by investors only when market and book values are  

equal, a rare and unlikely situation. In recent years, the market values of watei 

utilities’ common stocks have been well in excess of their book values as shown or 

page 2 of Schedule 4 ranging between 138.52% and 166.26% for the five yeaE 

ending 20 12. 
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Under DCF theory, the rate of return investors require is related to the market 

price paid for a security. Thus, market prices form the basis of investment 

decisions and investors' expected rates of return. In contrast, a regulated utility is 

generally limited to earning on a net book value (depreciated original cost) rate 

base. Although market prices are significantIy influenced by analysts' EPS growth 

forecasts, market values can diverge from book values for a myriad of 

macroeconomic reasons including, but not limited to, EPS and DPS expectations, 

merger or acquisition expectations, interest rates, investor sentiment, 

unemployment levels, monetary policy, and fiscal policy. 

Traditional rate basehate of return regulation, where a market-based common 

equity cost rate is applied to a book value rate base, presumes that market-to-book 

1 

2 

3 

4 

5 

6 

7 

' 8  

9 

10 

11 

12 

. 13 

J 

14 

15 

16 

17 

18 

19' 

20 

21 

22 

23 

24 

25 

26 

I 

r sustained periods to demonstrate that this is an incorrect. presumption. 

Since market-to-book ratios of unity or 1.00 are rarely the case as discussed above, 

regul.atory allowed ROES, Le., earnings, have a limited effect on utilities' 

markedbook ratios as the market prices of utility common stocks are also 

influenced by factors beyond the direct influence of the reg~tatory,process. ' 

. *  

As noted by Phi l l ip~:~  

Many question the assumption that market price should equal book 
value, believing that 'the earnings of utilities should be sufficiently 
high to achieve market-to-book ratios which are consistent 'with those 
prevailing for stocks of unregulated companies.' 

In addition, Bonbright" states: 

Phillips, Charles F., The Regulation of Public Utilities - Theory and Practice 
(Public Utility Reports, Inc., 1993) 395. 
James C. Bonbright, Albert L. Danielsen and David R Kamerschen, PrincipIe, 
of Public Utility Rates (Public Utilities Reports, Inc., 1988) 334. 
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A. 

In the first lace, commissions cannot forecast, except within wide 
limits, the e P fect their rate orders will have on the market prices of the 
stocks of the companies. they regulate. In the second place, whatever 
the initial market prices may be, they are sure to change not only with 
the changingprospects for earnings, but with the changing outlook of 
an inherently volatile stock market. In short, market rices are beyond 
the control, though not beyond the influence o P rate regulation. 
Moreover, even if a commission did possess the power of control, any 
attempt to exercise it ._. would result in harmful, uneconomic shifts in 
public utility rate levels. (Emphasis added) 

. 

. 

IS IT REASONABLE TO EXPECT THE MARKET VALUES OF 

UTILITIES’ COMMON STOCKS TO CONTINUE TO SELL WELL 

ABOVE THEIR BOOK VALUES? 

Yes. Market-to-book ratios of regulated utilities vary fiom year to year, due to 

such influences as the effects o f  the “Great Recession”, subsequent economic and 

capital market turmoiI and the fledgling recovery and the like. In my opinion, the 

common stocks of all utilities will continue to sell substantially above their book 

values, on average, becausemany investors will likely continue to commit a greater 

percentage of their avaiIable capital to common stocks in view of lower interest 

rate alternative investment opportunities. The recent past and current capital 

market environment is in stark and historical contrast to the late 1970’s and early 

1980s when very high (by historical standards) yields on secured debt instruments 

in pubIic utiIities were available. Despite the fact that the market dipped to a low 

in March 2099 as the “Great Recession” unfolded and the U.S. has begun to 

recover from the “Great Recession” at a slow pace, the majority of utility stocks, 

on average, have continued to sell at market prices well above their book value. 

In addition, as previously discussed, such sustained high market-to-book ratios 

have been influenced by factors other than fundamentals such as actual and 

reported growth in EPS and DPS. 
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CAN THE UNDER- OR OVERSTATEMENT YOU ARE REFERRING TO 

BE DEMONSTRATED MATHEMATICALLY? 

Yes. Page 2 of Schedule 5 demonstrates how a market-based DCF cost rate of 

8.86% applied to a book value that is below market value will understate the 

investors’ required return on market value. As shown, there is no realistic 

opportunity to earn the expected market-based rate of return on book value. 

In Column 1, investors expect an 8.86% return on a market price of $26.994. 

Column 2 shows that when the 8.86% return rate on market value is applied to a 

book value that is approximately 50% of market value, the total annual return 

opportunity is just $1.203 on book value versus the $2.392 return when applied to 

the market value. With an annual dividend of $0.837, there is an opportunity for 

growth of only $0.366, which is just 1.36% in contrast to the 5.75% growth ir 

market price expected by investors. 

The converse is also true. When the market-to-book value is below 1, 

the DCF cost rate will overstate the investors’ required return on market value. 

Hence, it is clear that the DCF model mis-specifies, that is, it either 

understatesloverstates investors’ required cost of common equity capital when 

market values exceedare less than their underlying book values. It follows that 

multiple cost of common equity models should be relied upon, rather than 

exclusive reliance upon the DCF model, when estimating investors’ expectations. 

ARE YOU AWARE THAT MANY REGULATORY COMMISSIONS 

PRKMARILY RELY UPON THE DCF MODEL? 

Yes. However, in my experience, the majority of regulatory commissions, 

including those that primarily rely upon the DCF model, also consider a 

combination of the various cost of common equity models available. 
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A. 

Consideration of multiple cost of common equity models is aIways 

appropriate, but especially in view of all of the foregoing, when at this time the 

traditional application of the DCF cannot adequately measure investors’ required 

return. The DCF specifically understates investors’ required return, because of the 

confluence of recently rising market prices, the use of accounting measures as 

proxies for capital appreciation in the DCF, the recent dramatic rise in actual and 

forecasted interest rates discussed below. The magnitude of this understatement 

can be found in the difference between‘the 5.75% growth in market values, 

Le., growth in EPS, shown in column 1 on page‘ 2 of Schedule 5 and the growth in 

market value of 1.36%, shown in column 2, when the 8.86% DCF cost rate is 

applied to book value, or up to approximately 439 basis points. Coupled with the 

added reliability and accuracy.that the use of multiple cost of common equity 

models provides in the estimation of the cost of common equity, it is more 

imperative than ever to not give exclusive, primary or even simply greater reliance 

to the DCF analysis at this time. 

THE RISK PREMIUM MODEL !t.’FU’M’’~ 

PLEASE DESCRIBE THE THEORETICAL BASIS OF THE RPM. 

The RPM is  based upon the basic financial principle of risk and return, namely, 

that investors require greater returns for bearing greater risk. The FWM recognizes 

that common equity capital has greater investment risk than debt capital, 

as common equity shareholders are last in line in any claim on an entity’s assets 

and earnings, with debt holders being first in line. Therefore, investors require 

higher returns from common stocks than from investment in bonds to compensate. 

them for bearing the additional risk- 

. ‘ .  

While the investors’ required common equity return cannot be directly 

determined or observed, it is possible to directly observe bond returns and yields. 
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According to RJ?M theory, one can assess a common equity risk premium over 

bonds, either historically or prospectively, and then use that premium to derive a 

cost rate of common equity. In summary, according to RF’M theory, the cost of 

common equity equals the ex,‘cted cost rate for long-term debt capital plus a risk 

premium over that cost rate to compensate common shareholders for the added risk 

of being unsecured and last-in-line for any .claim on the corporation’s assets and 

earnings. 

PLEASE EXPLAIN HOW YOU DERIVED YOUR INDICATED COST OF 

COMMON EQUITY BASED UPON THE W M .  

I relied upon the results from the application of two risk premium methods. The 

first method is the Predictive Risk Premium ModelTM (PRPMTM), while the second 

method is a risk premium model using a total market approach. 

PLEASE EXPLAIN THE PRPMlrM. 

The PRPMTM, published in the Journal of Regulatory Economics fJRE))“ and 

The Electricity Journal 0, I2 was developed from .the work of Robert F. Engie 

who shared the Nobel Prize in Economics in 2003 “for methods of analyzing 

economic time series with time-varying volatility (“ARCH ) with “ARCH” 

standing for autoregressive conditional heteroskedasticity. In other words, 

volatility changes over time and is related from one period to the next, especially in 

financial markets. Engle discovered that the volatility in prices and returns also 

clusters over time, making it highly predictable and available to predict hture 

. . -.- 

n 7 ~ 1 3  

l1 ‘:A New Approach for Estimating the Equity Risk Premium for Public Utilities”, 
Pauline M. Ahern, Frank J. Hagby and Richard A. Michelfelder, PbD- The 
Journal of Remlatory Economics ’(December 201 l), 40~261-278. 
“Comparative Evaluation of the Predictive Risk Premium ModelTM, the Discounted 
Cash FIow Model and the Capital Asset Pricing Model”, Pauline’M. Ahem, 
Richard A. ,Michelfelder, Ph.D., Rutgers University, Dylan W. D’ Ascendis, and 
Frank J. Hanley, The Electricity Journal (May, 2013). 
www. nob elprize. org 13 - 
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levels of risk and risk premiums. The PRJ?MTM estimates the risk / return 

relationship directly by analyzing the actual results of investor behavior rather than 

using subjective judgment as to the inputs required for the application of other cost 

of common equity models. In addition, the PRPMm is not based upon an estimate 

of investor behavior, but rather upon the evaluation of the results of that behavior, 

Le., the variance of historical equity risk premiums, in other words, the predicted 

equity risk premium is generated by the prediction of volatility (risk). Also, in the 

derivation of the premiums, greater weight is given to more recent time periods, in 

contrast to reliance upon the arithmetic mean premium which gives equal weight to 

each observed premium. 

The inputs to the model are the historical returns on the common shares of 

each company in the proxy group minus the historical monthly yield on long-term 

U.S. Treasury securities through September 20 13. Using a generaIized.form of 

ARCH, known as GARCH, each water company’s projected equity risk premium 

was determined using Eviews’ statistical software. The forecasted 3 O-year US. 

Treasury Bond (Note) yield of 4.3 1% is based upon the consensus forecast for the 

six quarters ending with the first quarter 2015, derived from the November 1, 2013 

Blue Chip Financial Forecasts (Blue Chip)., was averaged with the long-range 

forecasts for 2015-2019 and 2020-2024 f?om the June 1, 2013 Blue Chip (shown 

on pages 9 and 10 o f  Schedule 7) as discussed below. The risk-free rate of 4.3 1% 

was then added to each company’s PRPMTM-derived equity risk premium to arrive 

at a PRPMTM-derived cost of common equity as shown on page 2 of Schedule 7 

which presents the results for each proxy company as well as the average and 

median results. As shown on page 2, the. average PRPMm indicated common 

equity cost rate is 13.67% and the median is 11.68% for the nine water companies. 

I rely upon the median PRPMm result due to the wide range of results and to not 
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I 

give any undue weight to any high or low outliers. 

PLEASE EXPLAIN THE TOTAL MARI(EI’ APPROACH RPM. 

The total market approach W M  adds a prospective public utility bond yield to an 

equity risk premium which is derived from a beta-adjusted total market equity risk 

premium and an equity risk premium based upon the S&P Utilities Index. 

PLEASE EXPLAIN THE BASIS OF THE ADJUSTED PROSPECTIVE 

. 

BOND YIELD OF 5.27% APPLICABLE TO THE NINE WATER 

COMPANIES SHOWN ON PAGE 3 OF SCHEDULE 7. 

The first step in the total market approach RF’M analysis is to determine the 

expected bond yield. Because both ratemaking and the cost of capital,. including 

common equity cost rate, are prospective in nature, a prospective yield on similarly 

rated long-term debt is essential- Hence, I rely on a consensus forecast of about 5C 

economists of the expected yield on h a  rated corporate bonds for the six calendar 

quarters ending .with the first calendar quarter of 2015 as derived from the 

November 1,2013 Blue Chip averaged with the long-range forecasts for 2015-2019 

and 2020-2024 fkom the June 1, 2013 Blue Chip (shown on pages 9 and 10 of 

Schedule 7). AS shown on Line. No. 1 of page 3 of Schedule 7, the average 

expected yield on Moody’s Aaa rated corporate bonds is 5.08%. An adjustment of 

0.23% is necessary to adjust that average Aaa corporate bond yield to be equivalent 

to a Moody’s A rated public utility bond, as  shown on Line No. 2 and explained in 

Note 2 resulting in an expected bond yield appIicable to a Moody’s A rated public 

utility bond of 5.3 1% as shown on Line No. 3. 

- ,  

Since the nine water companies’ average Moody’s bond rating is Al/A2, a 

downward adjustment of 0.04% is necessary to make the prospective bond yield 

applicable to an A1/A2 public utility bond, as ‘detailed in Note 3 on page 3 of 

I- 
Schedule 7. Therefore, the adjusted prospective bond yield is 5.27% for the nin. 
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water companies as shown on Line No. 5.  

PLEASE EXPLAIN THE METHOD UTILIZED TO ESTIMATE THE 

EQUITY RISK PREMIUM. 

I .evaluated the results of two different market equity risk premium studies based 

upon Ibbotson Associates’ data, Value Line’s forecasted total annual market return 

in excess of the prospective yield on Moody’s Aaa corporate bonds, as well as two 

different studies of the equity risk premium for public utilities with Moody’s A 

ratecJ.bonds as detailed on pages 8 and 11 of Schedule 7. As shown on Line No- 3: 

page 7 of Schedule 7, the average equity risk premium is 4.69% applicable to the 

nine water companies. This estimate is the result of an average of a beta-derived 

equity risk premium as well as the mean public utility equity risk premium relative 

to bonds rated A by Moody’s based upon holding period returns. 

PLEASE EXPLAIN THE BASIS OF THE BETA-DERIVED EQUITY RISK 

PRElVIUM. 

The basis of the beta-derived equity risk premium applicable to the proxy group i: 

shown on page 8 of Schedule 7. The beta-determined equity risk premium shoulc 

receive substantial weight because betas are derived from the market prices 03 

common stocks over a recent five-year period. Beta is a meaningful measure oj 

,prospective relative risk to h e  market as a whole and a logical means by which tc 

allocate an entity’s/proxy group’s share of the market‘s total equity risk premiurr 

relative to corporate bond yields. 

The total market equity risk premium utilized is 6.67%, based upon at 

average of the long-term arithmetic mean historical market equity risk premium, i 

predicted market equity risk premium based upon the PWMTM and a forecastec 

market risk premium based upon Value Line’s projected market appreciation an( 

dividend yield. 
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A. 

HOW DID YOU DERIVE THE LONG-TERM HISTORICAL MARKET 

EQUITY RISK PIREMIUM? -..; ’. 

To ‘derive the historical (expectational) market equity risk premium, I used the 

most recent Momingstar data on holding period returns for the large company 

common stocks from the Ibbotson’ SBBI@ 2013 Valuation Yearbook - Market 

Results for Stocks, Bonds, Bill and Inflation (“SBBI - 2013”)’4 and the average 

historical yield on Moody’s Aaa and Aa rated corporate bonds for the period 1926- 

2012. The use of holding period returns over a very long period of time is useful 

because it is consistent with the long-term investment horizon presumed by the 

DCF model. It is also consistent with the nature of a share of stock in EWAZ, the 

investment we are analyzing. The stock is ill liquid, meaning not easily sold or 

disposed of, equating to a long or even infinite holding period. 

Consequently, as explained in note 1 on page 8 of Schedule 7, the long-term 

arithmetic mean monthly total return rate on large company common stocks of 

11.83% and the long-term arithmetic mean monthly yield on Moody’s Aaa and Aa 

rated corporate bonds of 6.23% were used. As shown on Line.No. 1, the resultant 

long-term historical equity risk premium on the market as a whole is 5.60%. 

I used arithmetic mean monthly total return rates for the large company 

stocks and yields [income returns) for the Moody’s AadAa corporate bonds, 

because they are appropriate for cost of capital purposes as noted in the SBBI - 
20 13. Arithmetic mean return rates and yields are appropriate because ex-post 

(historical) total returns and equity risk premiums differ in size and direction over 

,.time, providing insight into the variance and standard deviation of returns,. 

Because the arithmetic mean captures the prospect for variance in returns and 
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Q. 

A- 

equity risk premiums, it provides the valuable ,insight needed by investors in 

estimating future risk when making a current investment. Absent such valuable 

insight into the potential variance of returns, investors cannot rneaninghlly 

evaluate prospective risk. If investors alternatively relied upon the geometric mean 

of ex-post equity risk premiums, they would have no insight into the potential 

variance of fiture returns because the geometric mean relates the change over 

many periods to a constant rate af change, thereby obviating the year-to-year 

fluctuations, or variance, criticaI to risk analysis. -- , 
. . .  

Only. the arithmetic mean takes into account &I of f i e  returns / premiums, 

hence, providing meaningful insight into the variance and standard deviation of 

those returns / premiums. 

PLEASE EXPLAIN THE DERIVATION OF PRF'MTM MARKXT EQU1T.r 

RISK PI$EMXUM. 

The inputs to the model are the historical monthly retuns on large cornpan: 

common stocks minus the.monthly yields on Aaa and Aa corporate bonds during th~ 

period from January 1928 through September 2013, consistent with the rationale fo 

using of the long-term historical arithmetic equity risk premium discussed above 

Using the previously discussed generalized form of ARCH, known as GARCH, thi 

market's projected equity risk premium was determined using Eviews" statistica 

software. The resulting predicted market equity risk premium based upon thl 

PRPM* of 9.22% is shown on Line No. 2 on page 8 of Schedule 7. 

- - ~ ... 

. .\.- 
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I 

PLEASE EXPLAIN HOW YOU INCORPORATED AN EQUITY RISK 

PREMIUM BASED UPON AN AVEFWGE OF VALUE LINE'S 3-5 YEAR 

ESTIMATED MEDIAN TOTAL ANNUAL .- MARKET RETURN MINUS 

THE PROSPECTIVE YIELD ON AAA RATED CORPORATE BONDS IN 

YOUR DEVELOPMENT OF AN EQUITY IUSK PREMIUM FOR YOUR 

RPM ANALYSIS. 

Because both ratemaking and the cost of capital, inciuding the cost rate of common 

equity are prospective, a prospective market equity risk premium is essential. 

The derivation of the Value Line based forecasted or prospective market equity risk 

premium can be found in note 3 on page 8 of Schedule 7. Consistent with the 

development of the dividend yield component of my DCF analysis, it is derived 

from an average of the most recent thirteen weeks ending November 1, 2013 3-' 

year estimated median market price appreciation potential by Value Line plus an 

average of the median estimated dividend yield for the common stocks of the 1,700 

f m s  covered in Value Line's Standard Edition as explained in detail in Note 1 on 

page 2 of Schedule 8. 

The average median expected price appreciation is 37%, which translates to 

an 8.19% annual appreciation and, when added to the average (similarly 

calculated) median dividend yield of 2.08% equates to a forecasted annual total 

return rate on the market as a whole of 10.27%. The forecasted total market equity 

risk premium of 5.19%, shown on Line No. 3, page 8 of Schedule 7, is derived by 

deducting the November 1, 2013 BZue Ch@ consemus estimate o f  about 50 

economists of the expected yield on Moody's Aaa rated corporate bonds for the six 

calendar quarters ending with the first calendar quarter 2015 averaged with the 

projected long-range forecasts for 20 15-20 19 and 2020-2024 from the June 1,20 13 

BZue Chip of 5.08%, from the Value Line-derived projected market return G- 
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10.27% (5 .19%~ 10.27% - 5.08%). 

In arriving at my conclusion of equity risk premium of 6.67% on Line No. 4 

on page 8, I have given equal weight to the historical market equity risk premium 

of 5.60%, the PRPMTM based market equity risk premium of 9.22% and the 

forecasted market equity risk premium of 5.19% shown on Line Nos. 1, 2 and 3, 

respectively (6.67% = (5.60% + 9.22% + 5.19%)/3). 

WHAT IS YOUR CONCLUSION OF A BETA-DEXIIVED EQUITY RISK 

PREMIUM FOR USE IN YOUR RPM ANALYSIS? 

As shown on page 1 of Schedule 8, the most current median Value Line beta for the 

nine water companies is 0.70. Applying the median beta of the proxy group of 

0.70 (consistent with my reliance upon the median PRPMTM results as previously 

discussed), to the market equity risk premium of 6.67%, on Line No. 4 of  page 8 of 

Schedule 7, results in a beta adjusted equity risk premium of 4.67% for the nine 

water companies. 

HOW DID YOU DERIVE THE 4.70% EQUITY N S K  PRI3MIUM BASED 

UPOh THE S&P UTILITY W E X  AND MOODY'S A RATED PUBLIC 

UTILITY BONDS? 

First, I derived the long-term monthly arithmetic mean equity risk premium 

between the S&P.Utility-Index total returns of 10.69% and monthly' A rated public 

utility bond yields o f  6.53% fiom 1928-2012 to arrive at an equity risk premium of 

4.16% as shown on Line No. 3 on page 11 of Schedule 7. I then performed the 

__ PRPMTM using the same historical monthly equity risk premiums to arrive at the 

PRPMm derived equity risk premium of 5.24% for the S&P Utility Index shown 

on Line No. 4, on page 11. The average of these equity risk premiums is 4.70% 

shown on Line No. 5 (4.70% = (4.16% + 5.24%)/2). 
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WHAT IS YOUR CONCLUSION OF AN EQUITY R.ISK PmMXUM FOR 

USE IN YOUR TOTAL MAliKET APPROACH RPM ANALYSIS? 

The equity risk premium applicable to the proxy group of nine water companies is 

the average of the beta-derived premium, 4.67%, and that based upon the holding 

period returns of public utilities with A rated bonds, 4.70%, as summarized on Line 

No. 3 on Schedule 7, page 7, Le-, 4.69% (4.69% = (4.67% + 4.70%)/2). 

WHAT IS THE INDICATEDJU?M COMMON EQUITY COST RATE 

BASED UPON THE TOTAL MARKET APPROACH? 

It is 9.96% for the nine water companies as shown on Line No. 7 on Schedule 7, 

page 3. 

WHAT A R E  THE RESULTS OF YOUR APPLICATION OF THE PRPMTM 

AND THE TOTAL MAXiKET APPROACH WM? 

As shown on page 1 of Schedule 7, the indicated RPM-derived common equiQ 

cost rate is 11.25%, derived by giving greater weight to the PRPMTM results 

because the PRPM IS based upon a minimum of restrictive assumptions.” 

In addition, the PRFMTM is “not based upon an estimate of investor behavior, but 

rather, upon a statistical analysis of actual investor behavior” because it evaluates 

the results of that behavior, Le., the volatility of historical equity risk premiums.I6 

THE CAPITAL ASSET PRICING MODEL (“CAPM”) 

PLEASE EXPLAIN THE THEORJCTICAL BASIS OF THE CAPM. 

CAPM theory defines risk as the covariability of a security‘s returns with the 

market’s returns as measured by beta (p). A beta less than 1.0 indicates lower 

variabiIity while a beta greater than 1.0 indicates greater variability than the 

market. 

T M -  

Ahem, Hanley, Michelfelder 277. 
l6 The Eiectricity Journal. 
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The CAPM assumes that all other risk, i. , all non-market or unsystematic 

risk, can be eliminated through diversification. The risk that cannot be eliminated 

through diversification is called market or systematic risk. In addition, the CAPM 

presumes that investors require compensation only for these systematic risks that 

are the result of macroeconomic and other events that affect the returns on all 

assets. The model is appIied by adding a risk-free rate of return to a market risk 

premium, which is adjusted proportionately to reflect the systematic risk of the 

individual security relative to the total market as measured by beta. The traditional 
. -  

CAPM model is expressed as: 

R, = Rf+P(%,-Rf) 

Where: R, = Return rate on the common stock 

Rf = Risk-kee rate of return 

Rrn = Return rate on the market as a whole 
= Adjusted beta (volatility of the security 

relative to the market as a whole) 
P. .. .. . 

Numerous tests of the CAPM have measured the extent to which security 

returns and betas axe related as predicted by the CAPM confirming its validity. 

The empirical CAPM ( E O  reflects the reality that while the results of these 

tests support the notion that beta is related to security returns, the empirical 

Security Market Line (“ShlL”) described by the CAPM formula is not as steeply 

sloped as the predicted Sh’LL7 

In view of theory and practical research, I have applied both the traditional 

CAPM and the ECAPM to the companies in the proxy group and averaged the 

” Morin 175. 
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v 
ON U.S. TREASURY SECURITIES? 

results. 

PLEASE DESCRIBE YOUR SELECTION OF A RISK-FREE RATE OF 

RETURN. 

As shown in column 3 on page 1 of Schedule 8, the risk-free rate adopted for both 

applications of the CAPM is 4.31%. The risk-free rate for my CAPM analysis is 

based upon the average of the consensus forecast of the reporting economists in the 

November 1, 2013 Blue Chip of the expected yields on 30-year U.S. 

Treasury bonds for the six quarters ending with the first calendar quarter of 2015 

averaged with the long-range forecasts for 2015-2019 and 2020-2024 from the 

June 1,2013 Blue Chip, as shown in note 2, page 2 of Schedule 8. 

WHY HAVE YOU AVEUGED THE PROSPECTIVE AND HISTORICAL 

J 

x 

A. 

Q- 

A. 

eraged the prospective and historical yields on U.S. Treasury Securities 

e current U.S. Treasury securities market, the Federal Reserve Bank is 

&t rates low until certain economic 

11s to 6.5% and inflation rises to 2.5%, 

ing US .  economy. As a result, c w e n t  30-year U.S. 

consBssus forecasted yields are near historical and 

ws. As such, they are, by definition, not currently representative 

thresholds are m 

<<. 

4 
WHY AR33 CUlRRENT AND CONSENSUS FORECASTED YIELDS FOR 

THE NEXT SIX QUARTERS ON 30-YEAR U.S. TREASUkY BONDS NOT 

FKEPRESENTATIVE OF EXPECTED LONG-TEXWI CAPITAL COSTS? 

On August 23, 2013, Value Line published its Quarterly Forecast for the U-S. 

Economy. Value Line projects interest rates to rise significantly by 2017. 

,Specifically, the yield on the 3-month Treasury Bill. is expected to rise from 
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current (November 8, 2013) 0.06%18 to 3.0% in 2017; the yield on long-term 

Treasury securities to rise horn a current (November 8, 2013) 3.84%’’ to 4.8% in 

2017; the yield on Aaa Corporate Bonds to rise from 4.69%20 (November 8, 2013) 

to 6.0% in 2017; and, the prime rate to rise from a recent (November 8, 2013) 

3.25%21 to 7.0% in 2017. These are significant anticipated increases in interest 

rates and indicate increasing capital costs in the next few years. 

The press reIease of the FederaI Open Market Committee (FOMC) on 

October 18, 2013, indicated that the Committee “decided to await more evidence 

that progress will be sustained before adjusting the pace of its [asset] purchases.” 

In addition, the press release noted that “when the Committee decides to begin to 

remove policy accommodation, it will take a balanced approach consistent with its 

longer run goals of maximum employment and inflation of 2 percent.”22 

Inaddition, one FOMC member, Esther L. George, voted against the FOMC 

monetary policy, due to a concern “that the continued high level of monetary 

accommodation increased the risks of hture economic and financial imbalances 

and, over time, could cause an increase in long-term inflation  expectation^."^^ 
All of this is pushing the stock- market to near record levels. However, 

Value Line notes that while the FOMC left i ts  aggressive accommodation efforts in 

place following its October meeting, should Value Line’s expectations o f  economic 

growth moving toward 3%, with new leadership, the Fed “might gradually shift 

gears.”24 In this event, in my opinion, interest rates will continue to rise, but more 

18 

19 

20 

21 
22 

23 

24 

Federal Reserve Statistical Release, November 12,20 13. 
Federal Reserve, November 12,20 13. 
Federal Reserve, November 12,20 13 - 
Federal Reserve, November 12,2013. 
Federal Reserve Press Release, October 30,20 13. 
Federal Reserve Press Release, October 30, 2013.’ 
The Value Line Investment Surveb Selection & Opinion, November 15,2013, 641. 
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Q- 

A. 

Q- 

A; 

- .  

I 

rapidly - 

In my opinion, the end of the low interest rate environment of the last five 

years or so, a product of intentional Fed policy, is coming to a close sooner - .  rather 

than later and capital costs will continue to rise in general in the months and years 

to come, certainly during the life of the rates set in this proceeding. Hence, current 

and short-term consensus forecasted yields are not representative of current 

expected long-term capital costs. 

WHY IS THE YIELD ON LONG-TERM. U.S. TREASURY BONDS 

APPROPRIATE FOR USE AS THE RISK-FREE RATE? 

The yield on long-term US. Treasury T-Bonds is almost risk-free and its term is 

consistent with the long-term cost of capital to public utilities measured by the 

yields on A rated public utility bonds, the long-term investment horizon inherent ir 

utilities’ common stocks, the long-term investment horizon presumed in the 

standard DCF model employed in regulatory ratemaking, and the long-term life of 

the jurisdictional rate base to which the allowed fair rate of return &e., cost of 

capital) will be applied. In contrast, short-term U S .  Treasury yields are more 

volatile and largely a function of Federal Reserve monetary policy. 

PLEASE EXPLAIN THE ESTIMATION OF T€JX EXPECTED EQUITY 

,RISK PREMIUM FOR THOE MARKET. 

The basis of the market equity risk premium is explained in detail in Note I on 

page 2 of Schedule 8. It is derived from Vdue Line’s 3-5 year median total market 

price appreciation projections averaged over the most recent thirteen weeks ending 

November 1, 2013; the PRPMTM predicted market equity risk premium using 

monthly equity risk premiums for large company common stocks relative to long- 

term U.S- Treasury securities from January 1926 through September 2013; an4  the 

arithmetic mean monthly equity risk premiums of large company common stock 
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Q. 

A. 

relative to long-term U.S. Treasury bond income yields from SBBI-2013 from 

1926-2012. 

The Value Line-derived forecasted total market equity risk premium is 

derived by deducting the 4.3 1% risk-free rate discussed above from the VaZue Line 

projected total annual market return of 10.27%, resulting in a forecasted total 

market equity risk premium of 5.96%. The PRPMTM market equity risk premium 

is 10.32%; derived using the PRPMR"I, discussed above, relative to the yields on 

long-term U.S. Treasury securities from January 1926 through September 2013 

(the latest available at the time of the preparation of this testimony). The long-term 

income return on U.S. Government Securities of 5.28% was deducted fkom the 

SBBI-2013 monthly historical total market return of 11.83% resulting in an 

historical market equity risk premium of 6.55%. 

. .  

These three market equity risk premiums, when averaged, result in an 

average total market equity risk premium of 7.61% (7.61% = (5.96% f 10.32% + 
6.5 5%)/ 3). 

WHAT A-& THE RESULTS OF YOUR APPLICATION OF THE 

TRADITIONAL AND EMPIRICAL CAPM TO THE PROXY GROUP? 

As shown on Schedule 8, page I, the average traditional CAPM cost rate is 9.55%, 

while the median is' 9.64% for the nine water companies. The average ECAPM 

cost rate is 10.14%, while the median is 10.21%. Consistent with my reliance upon 

the median PWMm results discussed above, I rely upon the median results of the 

traditional CAPM and ECAPM for the proxy group, 9.64% and 10.21%, 

respectively. Thus, as shown on column 6 on page 1, the CAPM cost rate 

applicable to the proxy group is 9.93%25, the average of the traditional CAPM and 

ECAPM results for the proxy group. 

9.93% = (9.64% + 10.21%)/2. 25 
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CONCLUSION OF COMMON EQUITY COST RATE 

WHAT IS YOUR RECORIMIENDED COMMON EQUITY COST RATE? 

It is 10.70% based upon the indicated common equity cost rate resulting from the 

application of multiple cost of common equity models to the nine water companies 

adjusted for EWAZ’s credit and business risks. 

As shown above, I employ multiple cost of common equity models as 

primary tools in arriving at my recommended common equity cost rate because: 

1) no single model is so inherently precise that it can be relied upon solely to the 

exclusion of other theoretically sound models; 2) all of.the models are market- 

based; 3) the use of multiple models adds reliability to the estimation of the 

common equity cost rate; and 4) the prudence of using multiple cost of common 

equity models is supported in both the financial literature and regulatory preceder 

Therefore, no single model should be relied upon exclusively to estimate investors’ 

required rate of return on common equity: 

The results of the cost of common equity models applied to the nine water 

companies are shown on Schedule 1 , and summarized below: 
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XII. 

Q- 

A. 

Discounted Cash Flow Model 
Risk Premium Mode1 
Capital Asset Pricing Model 

Indicated Common Equity 
Cost Rate 

Credit Risk Adjustment 

Table 2 

Proxy Group 
of Nine 
Water 

Companies 

Business Risk Adjustment 

Indicated Common Equity Cost Rate 

Recommended Common Equity Cost Rate 

CREDIT RISK AD3TUSTM.ENT ‘ 

8.37% 
11.25% 
9.93% 

9.95% 

0.44% 

0.30% 

10.69 ‘Yo 

IS THERE A WAY TO QUANTIFY A CREDIT RISK ADJUSTMENT DUE 

TO EWAZ’S LIKELY MOODY’S AND S&P’S BOND RATINGS OB 

BAAI/BBB+? 

Yes. As discussed previousIy, it is my opinion, that if Moody’s and S&P were t c  

rate EWAZ’s long-term debt, they would likely assign bond ratings of Baal/BBB+ 

to the bonds because EWAZ’s parent, EPCOR, has been assigned a BBB+ credi 

rating by S&P which links the credit rating of :‘a wholly owned or substantial13 

controlled utility subsidiary ... to the credit quality of its parent’’-26 Since the ninc 

26 Standard & Poor’s Global Credit Portal@ RatingsDirect@ Methodology 
Differentiating the Issuer. Credit .Ratings of a Utility Subsidiary and Its Parent 
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water companies have an average S&P credit rating of A, S&P’s bond-rating of 

A+/A, in my opinion, S&P would likely assign a BBB+ credit and bond ratings to 

EWAZ based upon EPCOR’S BBB+ credit rating. In addition, since Moody’s 

bond ratings are generally analogous to S&P’s bond rating, it is my opinion that 

EWAZ would likely be assigned a bond rating of Baal by Moody’s, which is 

comparable to a BBB+ by S&P. Since the average Moody’s and S&P bond ratings 

of the proxy group of nine water companies are AUA2 and A+/A, respectively, as 

shown on page 2 of Schedule 7, the nine water companies enjoy lower crFdit risk 

than EWAZ and an upward adjustment to the common equity cost rate based upon 

the nine water companies is warranted. An indication of the magnitude of such an 

adjustment is five-sixths (5/6) of a recent three-month average spread between 

Moody’s A and Baa rated public utility bond yields of 0.53% shown on.page 6 or 

Schedule 7, or 0.44% (0.44% = 0.53% * (516)). 

XIII. BUSINESS RISK ADJUSTMENT 

Q- IS THERE A WAY TO QUANTIFY A BUSINESS RISK ADJUSTMENT 

DUE TO EWAZ’S SMALL SIZE FtELATIVE TO THE PROXY GROUP? . 

Yes. As discussed above, increased risk due to small size must be taken into 

account in the cost of common equity consistent with the financial principle of risk 

and return. Since the Company is smaller in size relative to the proxy group, 

A. 

measured by the estimated market capitalization of common equity for EWAZ, 

whose common stock is not traded, it has greater business risk than the average 

company in the proxy group. 

March 11,2010. 
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Table 3 

Times 
Market Greater than 

Catitalization(1) the Company 
($ Millions) 

EWAZ $ 339.890 

Proxy Group of Nine Water Companies 1,740.082 5 . 1 ~  

(1) From page 1 of Schedule 9. 

As shown on page 2 of Schedule 9, EWAZ’s estimated market capitalization on 

October 31, 2013 was $339.890 million. In contrast, the market capitalization of 

the average water company was $1.740 billion on October 31, 2013, or 5.1 times 

the size of EWAZ’s market capitalization. 

Therefore, it is necessary to upwardly adjust the common equity cost rate of 

9.95% based upon the nine water companies to reflect EWAZ’s greater risk.due to 

its smaller relative size. The determination is based upon the size premiums for 

decile portfolios of New York Stock Exchange (NYSE), American Stock Exchange 

(AMEX) and NASDAQ listed companies far ,the 1926-2012 period and related 

data fiom SBBI@- 2013. The average size premium for the 6th decile in which the 

nine water companies fall has been compared with the average size premium for 

the gth decile in which the market capitalization of EWAZ falls. As shown on page 

1, the size premium spread between the gfh decile and the 6th, decile is 0.98%. 

Inview of the foregoing, an upward adjustment of 0.30% to reflect EWAZ’s 

greater relative business risk due to its smaller size is both reasonable and 

conservative. 

Adding a credit risk adjustment of 0.44% and a business risk adjustment of 

0.30% to the 9.95% indicated common equity cost rate based upon the nine water 

companies before adjustment, results in a credit and business risk-adjusted 
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Q- 
A. 

, -- 

common equity cost rate of 10.69%27 which, when rounded to 10.70%, is my 

recommended common equity cost rate. In my opinion, a common equity cost rate 

of 10.70% is both reasonable and conservative. - .  . 
,_,. :.A.-.kommon equity cost rate of 10.70% is consistent with the Hope and 

Bluefield standards of a fair and reasonable return, which is a return that ensures 

the integrity of presently invested capital and enables the attraction of needed new 

capital on reasonable terns. It also ensures the continued reliability and quality of 

service to the benefit of ratepayers. Thus, it balances the interests of both 

ratepayers and the Company. 

A common equity cost rate of 10.70% is also reasonable in light of current 

and expected economic and capital market conditions given the previous discussion 

of expected rising interest rates and capital costs. 

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY? 

Yes.. 

10.69% = 9.9525% + 0.44% + 0-.30%. 27 
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PROFESSIONAL QUALIFICATIONS 
OF 

PAULINE M. AHERN, CRRA 
PRINCIPAL 

AUS CONSULTANTS 

PROFESSIONAL EXPERIENCE 

1994-Present 

In 1996, I became a Principal of AUS Consultants, continuing to offer testimony as an expert 
witness on the subjects of fair mte of return, cost of capital and related issues before state public utility 
commissions. I provide assistance and support to clients throughout the entire ratemaking litigation 
process. In addition, I supervise the financial analyst and administrative staff in the preparation of fair 
rate of return and cost of capital exhibits which are filed along with expert testimony before various state 
and federal public utility regulatory bodigs. The team also assists in the preparation of interrogatory 
responses, as well as rebuttal exhibits. 

As the Publisher of AUS Utility Repwts (formerly C. A. Turner Utility Reports), I am responsible 
for the production, publishing, and distribution o’f the reports. AUS Utility Reports provides financial data 
and related ratios for about 80 public utilities, Le., electric, combination gas and electric, natural gas 
distribution, natural gas transmission, telephone, and water utilities, on a monthly, quarterly and annual 
basis. h o n g  the subscribers of AUS Utility Reports are utilities, many state regulatory commissions, 
federal agencies, individuals, brokerage firms, attorneys, as well as public and academic libraries. The 
publication has continuously provided financial statistics on the utility industry since 1930. 

i am also responsible for maintaining and calculating the performance of the AGA Index, a market 
capitalization weighted index of the common stocks of the approximately 70 corporate members of the 
AG4 which serves as the benchmark forthe AGA Gas Utility Index Fund. 

As an Assistant Vice President from 1994 - 1996, I prepared fair rate of return and cost of capital 
exhibits..which were filed along with expert testimony ..befare various state and federal public utility 
regulatory bodies. These supporting exhibits include the determination of an appropriate ratemaking 
capital structuk and the development ofembedded cost rates of senior capital. The exhibits also support 
the determitiathn of a recommended return on commw equity through the use of various market mddels, 
such as, but n6t:limited to, Discounted Cash Flow ahalysis, Capital Asset Pricing Model and Risk 
Prem-ium Methodqlogy; as well as an assessment of the risk characteristics of the client utility. I also 
assisted in the preparation of resp.onses to any interrogatories received regarding such testimonies filed 
on behalf of client utilities. Following the filing of fair rate of return testimonies;I assisted in the evaluation 
of opposition testimony in order to prepare interrogatory questions, areas of cross-examination, and 
rebuttal testimony. I also evaluated and assisted in the preparation of briefs and exceptions following the 
hearing process. I also submitted testimony before state public utility commissions regarding appropriate 
capital structure ratios and fixed capital cost rates. 

1990-1994 

As a Senior Financial Analyst, I supervised two analysts and assisted in the preparation of fair 
rate of return and cost of capital exhibits whioli are filed along with expert testimony before various state 
and federal public utility regulatory bodies. The team also assisted in the ’preparation of interrogatory 
responses. 

I evaluated the’ final orders and decisions of various commissions to determine whether fudher 
actions were warranted and to gain insight which assisted in the preparation of future .rate of retum 
studies. 

I assisted in the preparation of an article authored by Frank J. Hanley and A. Gerald Harris 
entitled “Does Diversification Increase the Cost of Equity Capital?” published in the July 15, 1991 issue of 
Public Utilities Fortniahtly. 
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In 1992, I was awarded the professional designation "Certified Rate of Return Analyst" (CRRA) 
National Society of Rate of Return Analysts (now the Society of Utility and Regulatory Financial 

Analysts (SURFA)). This designation is based upon education, experience and the successful 
completion of a comprehensive examination. 

As Administrator of Financial Analysis for AUS Utility Reports, which then reported financial data 
for over 200 utility companies with approximately 1,000 subscribers, I oversaw the preparation of this 
monthly publication, as well as the accompanying annual. publication, Financial Statistics - Public Utilities. 

1988-1 990 

As a Financial Analyst, I. assisted in the preparation of fair rate of return studies including capital 
structure determination, development of senior capital cost rates, as well as the determination of an 
appropriate rate of return on equity. I also assisted in the prreparation of interrogatory responses, 
interrogatory questions of the opposition, areas of cross-examination and rebuttal testimony. i also 
assisted in the preparation of the annual publication C. A. Turner Utility Reports - Financial Statistics - 
Public Utilities, 

r .  ,- 
1973-1 975 

As a Research Assistant in the Research Department of the Regional Economics Division of the 
Federal Reserve Bank of Boston, I was involved in the development and maintenance of econometric 
models to simulate regional economic conditions in New England in order to study the .effects of, among 
other things, the energy crisis of the early 1970's and property tax revaluations on the economy of New 
,Engl,and. I was also irivolved in the statistical analysis and preparation of articles for the New Enqland 
Economic Review. Also, 1 was Assistant Editor of New Enaland Business Indicators. 

' 

- 1972 

As a Research Assistant i n  the Office of the Assistant Secretary for International Affairs, US. 
Treasury Department, Washington, D.C., I developed and maintalned econometric models which 
simulated the economy of the United States in order to study the results of various alternate foreign trade 
policies so that national trade policy could be formulated and recommended. 

. .  . .  
."Clients Served 

I have offered expert testimony before the following commissions: 

Arkansas 
Arizona 
British Columbia 
California 
Connecticut 
Delaware 
Florida 
Hawaii 
Idaho 
I I Ii nois 
Indiana 
Iowa 
Kentucky 
Louisiana ' 

Maine 

Maryland 
Michigan 
Missouri 
Nevada 
New Hampshire 
N'ew Jersey 
New York 
North Carolina 
Ohio 
Pennsylvania 
Rhode Island 
South Carolina 
Virginia 
Washington 



. .  . .  
. { i, - : , 

I 
! 
! 

. .  . .  . I ...-. : . . . . , .. . . . . .. . .. . . . .. . ../ !...-.1. , . .\ ; -  

Exhibit PMA-DT1 
Page 4 of 8 

I haue sponsored testimony on fair rate of return and related issues for: 

Alpena Power Company 
Apple Canyon Utility Company 
Applied Wastewater Management, Inc. 
Aqua-Illinois, lnc. 
Aqua New Jersey, Inc. 
Aqua North Carolina, Inc. 
Aqua Ohio, .Inc. 
Aqua Virginia, Inc. 
Aquarion Water Company 

, Aquarion Water Co. of New Hampshire, Inc. 
Arizona Water Company 

. Artesian Water Company 
Bermuda Water Company 
The Atlantic City Sewerage Company 
Audubon Water Company 
The h roug  h of Hanover, PA 
Carolina Pines Utilities, Inc. 
Carolina Water Service, Inc. of NC 
Carolina Water Service, Inc. of SC 
Chaparral City Water Company 
The Columbia Water Company 
The Connecticut Water Company 
Consumers Illinois Water Company 
Consumers Maine Water Company 
Consumers New Jersey Water.Company 
City of DuBois, Pennsylvania ' 

CoFix Utilities, Inc. 
Elizabethtown Water Company 
Emporium Water Company 
.GTE Hawaiian Telephone lnc. ' 
Greenridge Utilities, Inc. 
Illinois Ametkan Water Company 
Iowa American W.ater Company . 
Jersey Central Power & Light Co. 
Water Services Corp. of Kentucky 
Lake Wildwood Utilities Corp. 
Land'0.r Utility Company 
Long Island American Water Company 
Long Neck Water Company 
Louisiana Water Service, Inc. 
Maine Water Company 
Massanutten Public Service Company 
Middlesex Water Company 
Missouri-American Water Company 
Missouri Gas Energy 
Mt. Holly Water Company 
Nero Utility Services, lnc. 
New Jersey Utilities Association 
The Newtown Artesian Water Company 
NRG fne.rgy Center Pittsburgh LLC 
N'RG Energy Center Harrisburg LLC 
Ohio-American Water Company 

Penn Estates Utilities 
Pinelands Water Company 
Pinelands Waste Water Company 
Pioneer Water LLC 
Pittsburgh Thermal 
San Gabriel Valley Water Company 
San Jose Water Company 
Southland Utilities, Inc. 
Spring Creek Utilities, Inc. 
Sussex Shores Water Company 
Tega Cay Water Seyvices, Inc. 
Total Environmental Services, Inc. - 
Tharnes Water Americas 
Tidewater Utilities, hc. 

! Transylvania Utilities, Inc. 
Trigen - Philadelphia Energy Corporation 
Twin Lakes U tilities,kc. 
United Utility Companies 
United Water Arkansas, Inc. 

. United Water firlington Hills Sewerage, Inc. 
United Water Connecticut, Inc. 
United Water Delaware, Inc. 
United Water Great Gorge Inc. I United Water 
Vernon Transmission, Inc. 

United Water Idaho, Inc. 
United Water Indiana, Inc. 

. United Water New Jersey, Inc. 
United Water New Rochelle, Inc. 
United Water New York, lnc. 
Unlted Water Owego I Nichols, Inc. 
United Water Pennsylvania, Inc. 
United Water Rhode Island, Inc. 
United Water South County, Inc. 
United Water Toms River, Inc. 
United Water Vernon Sewage Inc. 
Uliiited Water Virginia, Inc. 

. United Water Westchester, Inc. 
United Water West Lafayette, lnc. 
United Water West Milford, Inc. 
Utilities, Inc. 
Utilities Inc. of Central Nevada 
Utilities, Inc. of Florida 
Utilities, Inc. of Louisiana 
Utilities, Inc. of Nevada 
Utilities. Inc. of Pennsvlvania 

' 

Treasure Lake Water & Sewer Divisions 

' 

' 

utilities; Inc. - Westgaie 
Utilities Services of South Carolina 
Utility Center, Inc. 
Valley Energy, lnc. 
Wellsboro Electric Company 
Western Utilities, Inc. 

1 have. sponsored testimony on genericluniform methodologies for determining the return on 
' common equity for: 

Aquarion Water Company United Water Connecticut, Inc. 
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1 
The Connecticut Water Company 
Corix Multi-Utility Services, Inc. 

Utilities, Inc. 

I have sponsored testimony on the rate of return and capital structure effects of merger and 
acquisition issues for: 

California-American Water: Company New Jersey-American Water Company 

1 have sponsored testimony on capital structure and senior capital cost rates for the following 
(. clients: - . .  

Alpena Power Company 
Arkansas-Western Gas Company 
Associated Natural' Gas Corn pany 

PG Energy Inc. 
United Water Delaware, Inc. 
Washington Natural Gas Company 

I have sponsored testimony on Distribution System Improvement Charges (DSIC); 

Arizona Water Company 

I have assisted in the preparation of rate of return studies on behalf of the following clients: 

' i  . ,  

. .  

Algonquin Gas Transmission Company 
Anadarko Petroleum Corporation 
Arizona Water Company 
Arkansas-Louisiana Gas Company 
Arkansas Western Gas Company 
Artesian Water Company 
Associated Natural Gas Company 
Atlantic City Electric Company 
Bridgeport-Hydraulic Company 
Cambridge Electric Llght Company 
Carolina Power & Light Company 
Citizens Gas and Coke Utility 
City of Vernon, CA 
Columbia Gas/Gulf Transmission Cos. 
Commonwealth Electric Company 
Commonwealth Teiephone Company 
Conestoga Telephone & Telegraph Co. 
Connecticut Natural Gas Corporation 
Consolidated Gas Transmission Company 
Consumers Power Company 
CWS Systems, Inc. 
Delmarva Power & Light Company 
East Honolulu Communify Services, Inc. 
Equitable Gas Company 
Equitrans, Inc. ' 

Florida Power & Light Company 
Gary Hobart Water Company 
Gasco, Inc. 
GTE Arkansas, lnc. 
GTE California, Inc. 
GTE Floiida, Inc. 
GTE Hawaiian Telephone 
GTE North, h c .  
GTE Northwest, Inc. 
GTE Southwkst, Inc. 
Great Lakes Gas Transmission L.P. 

Hawaiian Electric Company 
Hawaiian Electric Light Company 
IES Utilities Inc. 
Illinois Power Company 
Interstate Power Company 
Interstate Power & Light Co. 
Iowa Electric Light and Power Company 

. Iowa Southern Utilities Company 
Kentucky-West Virginia Gas Company 
Lockhart Power Company. 
Middlesex' Water Company 
Milwaukee Metropolitan Sewer District 
Mountaineer Gas Company 
National Fuel Gas Distribution Corp. 
National Fuel Gas Supply Corp. 
Newco'Waste Systems of NJ, Inc. 
New Jersey Natural Gas Company 
New Jersey-American Water Company 
New York-American Water Company 
North Carolina Natural Gas Corp. 
Northumbrian Water Company . 
Ohio-American Water Company 
Oklahoma Natural Gas Company 
Orange and Rockland Utilities 
Paiute Pipeline Company 
PECO Energy Company 
Penn Estates Utilities, Inc. 
Penn-York Energy Corporation 
Pennsylvania-Amencan Water Co. 
PG Energy Inc. 
Philadelphia Electric Company 
Providence Gas Company 
South Carolina Pipeline Company 
Southwest Gas Corporation 
Stamford Water Company 
Tesoro Alaska Petroleum Company 

a,.' 
I.. 



Tesoro Refining & Marketing Co. 
United Telephone of New Jersey 
United Utility Companies 
United Water Arkansas, Inc. 
United Water Delaware, Inc. 
United Water Idatio, Inc. 
United Water Indiana, Inc. 
United Water New Jersey, Inc. 
United Water New York, Inc. , 

United Water Pennsylvania, lnc. 
United Water Virginia, Inc. 
United Water West Lafayette, Inc. 
Utilities, Inc. of Pennsylvania 

EDUCATION: 

1973 -Clark University - B.A. - Honors in Economics (Concentration: Econometrics and 

1991 - Rutgers University - M.B.A. - High Honors (Concentration; Corporate Finance) 
Regionalllnternational Economics) 

PROFESSIONAL AFFILIATIONS: 
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Utilities, lnc. - Westgate 
Vista-United Telecommunications Corp. 
Washington Gas Light,Company 
Washington Natural'Gas Company 
Washington Water Power Corporation 
Waste, Management of New Jersey - 
Wellsboro Electric Company 
Western Reserve Telephone Company 
Western Utilities, Inc. 
Wisconsin Power and Light Company 

Transfer Station A 

Advisory Council - New Mexico State University Center.far Public Utilities 
Advisory Board - Financial Research Institute- University of Missouri's Trujaske School of Business 
Edison Electric Institute - Cost of Capital Working Group 
National Association of Water Companies - Member of the FinancelAccountinglTaxation and Rates and 

. Regulation Committees 
* Society of Utility and'Regulatory Financial Analysts 

Member, Board of Directors -2010-2014 
President - 2006-2008 and 2048-2010 
SeCretarylTreasurer - 2004-2006 

American Finance Association . 
Financial Management Association 
Energy .8ar Association 
Energy Association of Pennsylvania 

SPEAKING ENGAGEMENTS: 

"Regulatory Training in Financing, Planning, Strategies and Accounting Issues for Publicly- and Privately- 
Owned Water and Wastewater Utilities", New Mexico State University Center for Public Utilities, October 
13-16, 2013, I.nstructoi(Cost of Capital). 

c .a*. 

"Regulated Utilities - Access to Capital", (panelist) - Innovation: Changing the Future of Energy, 2013 
Deloitte Energy Conference, Deloitte Center for Energy Solutions, May 22,201 3, Washington, DC. 

"Comparativq.Evaluation of the Predictive Risk Premium Model, the Discounted Cash Flow Model and the 
Capital Asset Pricing Model for Estimating the Cost of Common Equity", (co-presenter with Richard A. 
Michelfelder, .l?h.D., Rutgers University) - Advanced Workshop in Regulation and Competition, 32"d 

' 

Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 17, 2013, 
Rutgers University, Shawnee on the.Delaware, PA. 

"Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks", before the Society ' 

of Utility and Regulatory Financial Analysts: 45th Financial Forum, April 17-18, 2013, Indianapolis, IN. 

Rlssues Surrounding the .Determination of the Allowed Rate of Return", before the Staff Subcommittee on 
Electricity of  the National Association of Regulatory Utility Commissioners, Winter 201 3 Committee a 

Meetings, February 3, 2013, Washington, DC. 
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+ .  “Leadership in the Financial Services Sector”, Guest Professor - Cost of Capital, Business Leader 
Development Program, Rutgers University School of Business, February 1, 2013, Camden, NJ. 

“Analyst Training in the Power and Gas Sectors”, SNL Center for Financial Education, Downtown 
Conference Center at Pace University, New York City, December 12, 2012, Instructor (Financial 
Statement Analysis). 

I 
“Regulatory Training in Financing Planning, Strategies and Accounting Issues for Publicly and Privately 
Owned Water and Wastewater Utilities“, New Mexico State University Center for Public Utilities, October 
14-19, 2012, Instructor (Cost of Financial Capital).‘ 

“Application of .a New Risk Premium Model for Estimating the Cost of Common Equity”, Co-Presenter with 
Dylan W. D’Ascendis, CRRA, AUS Consultants, Edison Electric Institute Cost of Capital Working Group, 
October.3, 201 2, Webinar. 

“Application of a New Risk Premium Model for Estimating the Cost of Common Equity”, Co-Presenter with 
Dylan W. D’Ascendis, .CRRA, AUS C9n.sultants. Staff Subcommittee on Accounting and Finance of the 
National Association of Regulatory Commissioners, September 10, 2012, St. Paul, MN. 

“Analyst Training in the Po&r and Gas‘ Sectors”, SNL Center for Financial Education, Downtown 
Conference Center at Pace University, New York City, August 7, 2012, Instructor (Financial Statement 
Analysis). 

“Advanced Regulatory Training in Financing Planning, Strategies and Accounting Issues for Publicly and 
Privately Ownad-Water and Wastewater Utilities”, New Mexico State Unive.rsity Center.for Public Utilities, 
May.? 3-17, 2012, Instructor (Cost of Financial Capital). 

“A New Approach for Estimating the Eguity Risk Premium Applied to PublicUtilities”; before the Finance 
and Regulatory C’ornmittees of the National Association of. Water Companies, March 29, 2012, 
Telephonic Conference. 

“A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities”, (co-presenter with 
Frank J. Hanley, Principal and Director, AUS Consultants) before the Water Committee of the National 
Association of Regulatory Utility Commissioners’ Winter Commit@ Meetings, February 7, 2012, 
Washington, .D%:. 

“A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities”, (co-presenter with 
Richard. A. Michelfelder, Ph.D., Rutgers University and Frank J. Hanley, Principal and Director, AUS 
Consultants) before the Wall Street. Utility Group, December 19, 201 1, New York City, NY. 

“Advanced Cost and Finance Issues for Water“, (co-presenter with Gary D. Shambaugh, Principal &. 
Director, AUS Consultants), 201 1 Advanced Regulatory Studies Program - Ratemaking, Accounting and 
Economics, September 29, 201 1, Kellogg Center at Michigan State University- Institute for Public 
Utilities, East Lansing, MI. 

“Public Utility Betas and the Cost of Capital”, (co-presenter with Richard A. Michelfelder, Ph.D., Rutgers 
University) - Advanced Workshop in Regulation and Competition, 30‘h Annual Eastern Conference of the 
Center for Research in Regulated Industries (CRRI), May 20, 201 1, Rutgers University, Skytop, PA. 

. . .  

. 

I 

Moderator: Society of Utility and Regulatory Financial Analysts: 43d Financial Forum -“impact of Cost 
Recovery Mechanisms on the Perception of Public Utility Risk”, April 14-15, 2011, Washington, DC. 

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter with Richard 
A. Michelfelder, Ph.D., Rutgers University) - HotTopic Hotline Webinar, December 3, 2010, Financial 
Research Institute of the University of Missouri. 
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“A New Approach for Estimating the Equity Risk Premium fdr Public Utilities”, (co-presenter with Richard 
A. Michelfelder, Ph.D., Rutgers University) before the Indiana Utility Regulatory Commission Cost of 
Capital Task Force, September 28, 2010, Indianapolis, IN 

Tomorrow’s Cost of Capital: Cost of Capital Issues 2010, Deloitte Center for Energy Solutions, 201 0 
Deloitte Energy Conference, “Changing the Great Game: Climate, Customers and Capital“, June 7-8, 
2010, Washington, DC. 

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter with Richard 
A. Michelfelder, Ph.D., Rutgers University) - Advanced Workshop in Regulation and Competition, 2gth 
Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 20, 201 0, 
Rutgers University, Skytop, PA 

Moderator: Society of Utility and Regulatory Financial Analysts: 4Znd Financial Forum -“The Changing 
Economic and Capital Market Environment and the Utility Industry”, April 29-30, 201 0, Washington, DC 

“A New Model for Estimating the Equity Risk Premium for Public Utilities” (cq-presenter with Richard A. 
Michelfelder, Ph.D., Rutgers University) -Spring 2010 Meeting of the Staff Subcommittee on Accounting 
and Finance of the National Association of Regulatory Utility Commissioners, Mar$:?!, 204 0, 
Charleston, SC 

“New Approach to Estimating the Cost of Common Equity Capital for Public Utilities” (co-presenter with 
Richard A. Michelfelder, Ph.D., Rutgers University) - Advanced Workshop in Regulation and competition, 
2dh Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 14, 
2009, Rutgers University, Skytop, PA 

Moderator: Soclety of Utility and Regulatory Financial Analysts: 41”’ Financial Forum - “Estimating the . 
Cost of Capital in Today’s Economic and Capital Market Environment”, April 16-17, 2009, Washington, 

.. . 

DC . 

“Water Utility Financing: Where Does All That Cash- Come From?”, AWWA Preconference Workshop: 
Water Utility Ratemaking, March 25, 2008, Atlantic City, NJ 

PAPERS: 

“Empirical Tests of the Generalized Consumption Asset Pricing Model for Estimating the Cost of Common 
Equity Capital for Public Utilities”, co-authored with Richacd A. Michelfelder, Ph.D., Rutgers University, 
Dylan W. D’Ascendis, (Working Paper). 

“Comparative Evaluation of the Predictive Risk Premium ModelrM, ‘the Discounted Cash Flow Model and 
the Capital Asset Pricing Model”, co-authored’ with Richard A. Michelfelder, Ph.D., Rutgers University, 
Dylan W. D’Ascendis, and Frank J. Hanley, The Electricity Journal, May, 2013. 

“A New Approach for Estimating the Equity Risk Premium for Public. Utilities“, co-authored with Frank J. 
Hanley and Richard A. Mikhelfelder, Ph.D., Rutgers University, The Journal of Regulatory Economics 
(December201 I), 40:261-278. 

“Comparable Earnings: New Life for Old Precept” co-authored with Frank J. Hanley, Financial Quarterly 
Review, (American Gas Association), Summer 1994. 

. .  
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EPCOR Water Arizona, In'c. 
Brief Summaw of Common Equitv Cost Rate 

No. 

I. 

2. . 

3. 

.'. . . 
. s. ' 

6. 

7. 

.. 8: 

9. 

Proxy Group of 
Nine Water 

Principal Methods Corn panies 

Discounted Cash Flow Model (DCF) (1) 

Risk-Premium Model (RPM) (2) 

Capital Asset Pricing Model (CAPM) (3) 

indicated Common Equity Cost Rate before Adjustment 
fdr Business'Risks 

Credit'Ris k Adjustment (4) 

Business Risk Adjustment (5) 

Indicated Common Equity Cost Rate 

Recommended Common Equity Cost Rate 

8.37 % 

1 1.25 

9.93 

9.95 % 

0.44 

' 0.30 

10.69 % 

10.70 % 

Notes: (I) .From Schedule 5. 

... " 
. (2) Frornpage 1 of Schedule 7. ... 

<... 

(3) From- page I of Schedule 8. '- 

(4) Credit risk adjustment to reflect the financia1.ris.k of the capital structure employed 
by for rate making purposes relative to th'e bioxygroup as detailed in Ms. Ahern's 
accompanying direct testimony. 

(5) Business risk adjustment to reflect EPCOR Water Arizona, Inc.'s greater business 
' risk due to its small size relative to  the proxy group as detailed in Ms. Ahern's 
accompanying direct testimony. 
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EPCOR Water Arizona, Inc. 
2012 Capital Intensity of EPCOR Water Arizona. Inc. and 
AUS Utilitv Reports Utilitv Companies lndustrv Averacles 

Average 
Average Operaling Capital Capital Intensity ! 
Net Plant Revenue Intensity EPCOR 

(times ) 
($ mill) ($ mill) . ($) v. Other Industries 

345.39 $ 105.32 $ 3.28 - -  EPCOR Water Arizona, Inc. $ 
Water Industry Average $ 2;038.90 $ 581.03 $ 3.51 93.45% 

Combination Elec. & Gas Industry Average 5 13,351.03 $ 6,263.01 $ 2.13 153.99% 
Uectric industry Average $ 15,355.22 $ 6,000.19 5 2.56 128.13% 

Gas Distribution Average . $ 3,345.95 $ 2,149.69 $ 1.56 210.26% 

. .  

$4.00 

$3.50 

$3100 

$2.50 

$2.00 

$1 5 0  

$1 .oo 
$0.50 

$0.00 

201 2 
Capital Intensity 

$3.28 $3.51 

EPCOR Water Industry Electric Industry Combination E&G LDC Industry Avg. 
Avg. Avg . Avg. 

Notes: 
Capital Intensity is equal to Net Plant divided by Total Operaling Revenue. 

Source of Information: 
EDGAR Online's I-Metrix Database 
Company Annual Forms IO-K 

AUS Utility Reports -May 2012 
Published By AUS Consultants 

Company Provided Information 

I .  

1 
1 

i 
i 
I 
I 1 
! 
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EPCOR WaterArizona. Inc. 
2012 Depreciation Rate of EPCOR Water Arizona, Inc. and 
AUS Utiiitv ReDOrts Utiltv Companies lndustrv Averaaes 

Depreciation Average Total 
Depletion Gross Plant Depreciation 

. Rate 8, Amort. Expense Less CWlP _. 
(77) ~ ... . ($ mill) ($mill) -.. 

Exh ib l  PMA-M 2 
Schedule 2 
Page 3 of 5 

Depreciation Rate 
EPCOR 

v. Other Industries 
( times ) 

EPCOR Water Arizona, Inc. $ 22.38 $ 850.86 
Water industry Average $ 73.40 $ 2.397.71 
Electric industry Average $ 858.38 $ 20.~91.08 
Combination Elec. &Gas industry Avemge $ 650.61 $ 18.499.01 
LDC Gas Distribution Industry Average 0 175.22 $ . 4.318.74 

2.6% - -  
3.1% 83.87% 
3.2% 81.25% 
3.5% 74.29% 
4.1% 63.41% 

-1 - 

1 2012 Effective Depreciation Rate 

4.0% 
3.5% 
3.0% 
2.5% 
2.0 % 
I .5% 
1 .O% 

0.5% 

0.0% 
EPCOR Water Industry Avg. Electric lndusiry Avg. Combination E&G LDC Industry Avg. 

Avg. 

Notes: 
Effective Depreciation Rale is equal to Depreciation, Depletion and AmoitlzaUon Expense divided by 

average beginning and ending year's Gross Plant minus Constru,dion Work in Progress. 

Source of Information: 
EDGAR Onllne's I-Metrix Database 
Company Annual Forms 10-K 

AUS Utility Report-May2012 
Published by AUS Consultants , 

Company Provided Information 

'. . 
. .  
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Free Cash Flow / Operating Revenues 
‘ for  t h e  AUS Utility Reports Companies 

2003-201 2 
0.15 

2003 2004 2005 2006 2007 2009 2010 2011 2012 

&Water -5-Electrit -&Cornbas ’--W-LDC 
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Criteria . .  I Corporates I General: 

Methodology: Business Nsk/Financial Risk Matrix 
Expanded P .' 

I. Standard &Poor's Ratbgs Services is refining its-methodologybr corporate ratings related to its business 
risk/fin@alriskmatrix, which we published as part of "2008 Corporate Ratings Criteria" on April 15,2008. We 
subsequently updated,t&i malrix in the article'Xriteria Methodo1ogy:Jh.sines.s Risk/PiFncial Risk Matrix Expanded," 
pubBsbedMay 27, 2099. In order to prpvide greater transparency on.the methodology q e d  to evaluate ,corporate 
ratings, t@$ article updates table 1 of the May 27,2009, article to reflect how we aylyze companies with an excellent 

businp risk prpfi!e and mi.&qal financial riikpmfile, as well as companies w i 3  a vulnerable business riskprofile and 
a high$ leveraged financial risk,profile. This article amends and supersedes both @e 2008 and 2009 ar!icles mentioned 

. ,  

-*.- , . . 
I , ~ ... - ...- *.<, ...7 . 

above. Thjs Ttble,is te!.ated !o ,"prh@pp!es Of€&& Ratings,; puk$qhedon t~b., 16,,201l,, , I . ,  . .. . . -%+ 

.. . . .. . 
2. We i$roduc?d Ge business psk/finagcid risk matrix in 2005, The relations :he matrix represent an 

=senti$ gemyt pf ow.corpoqaFe an '. . . . . .  
I . .. . .  _ .  . ; '.. . . 

Table,$ ..:.:::.:: \. ." ... ., -.-.. . 

- - ..( 

. .  
Satisfactory A- .'BBB+ BBB BB+ 'BB- B f  ' 

. _ _  BBB- BB+ BB BB- B 
. we& - ' -  -r - BB . BB- B+ B- . . . .  . Fair . , ; 

- .. . 
B- or helow E+ :', ' E .  ' .-<-- . .  - . .  Vulvqable _- 

These rating outcomes are shown for guidance p~&oses o n l ~ ~ ~ t u a l  rating s$&d be wilhin one notch of Lnc!icatedratlng outcomes. 

3. The rating outcomes refer to'issuer creditraungs,. The ratings indicatedin each cell of the matrix ?e the midpoints of a 
range of likely rating possibilities, This range.wp,dd .o~Qqi ly  span one notch above and below the indicated rating, 

Business Risk/FinanciaI Risk Framework 

4. Our corporate analjrtical methodology organizes the analytical process according to a common framework, and it 
divides the task into several categories so that all salient issues are considered. The first categories involve 
Fundamental business analysis; the financid analysis categodq hllow 

5. Our ratings analysis starts with the assessment of the business and competitive profile of the company. Two 
companies with identical financial metria can be ratedvery differently, to the extent that their business chalIenges and 
prospects differ. f i e  categories'underlying our business and financial risk assessmen& are: 

. . .  
WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 

, 

SEPTEMBER ta,zoiz a 
1012975 [ 300023552 
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Criieria Corporates I General: Methodology: Business Risk/Financial Risk Monix Expanded 

Business risk 
Countryrisk 
Industry risk 
Competitive position 
Pmfitability/Peer group comparisons 

Financjal risk 
Accoun@g - Finzpcjal gqvernance and policies/risk tolerance 
Cash flow adequacy 

0 Capital strwture/asset protec tion 
Liqui@$/short-term factors 

6. We do not have any prede[e.@ne$ weights . .  for these categories. The significance ofspecifrc factors varies from 
situation to situation. . .  

Updated Matrix 

7. We developed the matrix to make explicit the rating outcomes that ire typical for various business risk/financial risk 
combinati0.m. It illustratys the,r@ati.o,nsp OfbUsJpess an$ finfmcjd risk proyesto the issuer Fredit rating- . *  

C o w ~ s . &  wc pkcq.spg\PIg! mor: y @ h f  ?nfinqyi,"' ...... risk for s p ~ , c ~ a t i y e - ~ a d e . i ~ u e ~  . .,! . . . . .  (see :... table 1, wh). . . . .  '' . 
9, This version of the matrix represents a refmement-not any change insatii criteria or sta&xds-and, consequentls 

. . .  . . .  
8. We tend to weight.busiqess risk sli&@y more fipanci$,Iisk when $,ffqqntitiati% q q n g  bestmentgrade ratings. 

. ,  
. . .  ... .. , .. . .  . .  . .  . ,  

I 

no ratingchanges. are Gpected. Wowever, the qpqnded'matrix.shopld e+$ce the t p y p ~ & c y  of the walytical 
P?CeSS*. . . -.. 

. . _  . . . .  . . . . . . . . .  
I . .  . . .  I . . _  . .  

. .  . .  . .  
' . .''! ' ._ :' . . . . .  . . . .  _ .  . . .  I . . ,  ' ;  ' 

_ .  
. .  

. . . . .  
. . " 1  

. .  .. . .  . '-? 
. ' . . , . . .  . . . .  . . * . Le:.;& . .  

. . . .  . . . .  . . . .  . . .  . . .  . . :  Fina~cial~e.nc~m.a~ks %. 

Qlge 2 .: ...- .*. 
. . . . .  : . . . . . . . . . . . .  . . . . .  

* .  
. . > , - . t  . . : . .  : .  . . . . .  . . . . . . .  ..:. . :.: . . . . . . .  

FPO/Deb\@) Debt/EpITDA (x) .Debt/Capltal (56) 

Min*msl ' greaterCan60 less than L5 less than25 . . .  
Modest 45.60 1.5-2.0 '2535 

lntermediate 30-45 ' 2-3 35-45 

... 

Simificant 20.30 3-4 45-50 

Amresstve iz-ao 4-5 5 0 6 0  

Highly Leveraged less than 12 . greater than 5 greaterthan 60 

How To Use The Ma.trix--&d. Its Limitations 

IO. The rating matrix indicative outcomes are what we typically observe-but are not meant to be precise indications or 
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Criteria I Corporates I Genera!: Methodology: Business RisklFinancial Risk Matrix Expanded 

guarantees of future rating opinions, Positive and negative nuances in our analysis may lead to anotch higher or lower 
than the outcomes indicated in the various cells of the matrix. 

11. In certain situations there may be specific, overarching risks.that are outside the standard Framework, e.g., a liquidity 
crisis, major litigation, or large acquisition; This often is the case regarding issuers at the lowest end of the credit 

spectrum-Le.. the 'CCC' category a d  lower. These ratings; by definition, reflect some impending crisis or acute 
vulnerability, and the balanced approach that underlies the matrixframeworkjust does not lend itself to such 

situations. 
, 

12. Similarly, some matrix cells are hlankbecause the underlying combinations are highly unusua!-and presumably would 
involve complicated factoh and analysis. 

13. The following hypothetic! example illustrates how the tables can be used to better understand our rating process (see 
. .  . .  tables 1 and 2). 

14. We believe that Company ABC has a satisfactory business riskprofiie, typical ofa low investment-grade industrial 
issuer. Bwe believed its financial riskwere intermediate, the expected rating outcome should he within one notch of 
'BBB'. ABCs ratios of cash flow to debt (35%) and debt leverage (total debt to EBITDA of 2.5~) are indeed 
characteristic of lntermediate financial risk 

15. It might be possible for Company ABC .lo be upgraded to the 'A' category by, for example, reducing its debt. burden to 
the point that financial riskis viewed as rnhimal. Fgnh &om pperations (FFO) to debt,oFmore.&q,64% qnd,debt to . . . . . . .  _ .  . . . .  EBITDAdonly 1.5~ would., in most cases: indicate e,n:@al financia! dsk . . . . . . .  

. . . . . .  . . .  . . .  ... . . . . . . . . . . . . . . .  . . . . .  :.. '  _ I '  

, .  . . 
, .  . . .  

16. Conversely, ABC may cho0se.p become. more finacidly aggrqgsive-FpFrhaps it decides to reward shweholders by 
borrowing to repurchase its stock It is possible that .~!  company may fall into the 'BB' category if we'view its Anancial 
risk as significa~it FFO .to debt of 20% and debt to BBITDA of 4x would, in ow view, typify the sipjficqst fjnwcid risk 
category. 

.... 
11. 

. 17. Still, it is essential to realize that the financial benchmarks are guidelines, neither gospel nor guarantees. They can vary ., 
in nonstandard cases: For example, if a compaqy's t i ancblmeaspr~  exhibit very little volatility, bencbrnarh may be 
somewhat more relaxed. 

. 4 

18. Moreover, ourassessment of financial riskis not as simplistic as lookhg at a few ratios. It encompasses: 

v A view of accounting and disclosure practices: 
b A vi? af corporate govefnance, hancid policies, and risk tolerance; 
* The degree of capitalintensity, flexibility regarding capital expenditures and other cash needs, including acquisitions 

Various aspects of liquidity-including the risk of refinancing near-term maturities. 
and shareholder distributions; and 

19. The mahix addresses a company's standalone creditprofil,e, and does not take account of external influences, which 
would pertain in the case of government-related entities or subsidiaries that in out View may benefit or suffer From 
.affiliationwitha stronger orweaker group. The matrixrefers only to local-currency ratings, rather than 

foreign-currency ratings. which incorporate additional basfer  and convertibility risks. Finally, the matrix does not 
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Criteria I Corpsrates I General: Methodology: Business RisklFinmrcial Risk Matrix Expanded 

apply to project finance or corporate securitizatiom. 

Related Criteria And Research 
Principles Of Credit Ratings, Feb. 16,201 1 
Criteria Methodology: Business Risk/Financial Risk Matrix Expanded, May 27, 2009 

= 2008 Corporate Ratings Criteria, Apnl 15, 2008 ' 

20. These criteria represent the specific application of fundamenk principles that define credit risk and ratings opinions. 
Their use is determined by issuer-.or issuespecific attributes as well as Standard & Poor's Ratings Services' assessment 
of the credit and, if applic?ble, structural risks for a given issuer or issue rating. Methodology and assumptions may 
change From time to time as a result of market and economic conditions, issuer- or issue-specific factors, or new 
empirical evidence that wwld afFect OUT credit judgment 

. .  

.... . .  
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CAPITALIWTION ETATlSTlQ 

AMOUNTOF CAPITAL CClPLOYEO 
TOTAL PERMANENTCAPITAL 
SHORT-TERM DEBT 
TOTALGAPrAL EMPLOYED 

INDICATED AVERAGE CAPKAl COST RATES 12) 
TOTAL DEET 
PREFERRED STOCK 

CAPITALSTRUCTURE RAn0S 

EASED ON TOTAL PERWNENTCAPlrAL: 
LONG-TERM DEBT 

COMMON EQUITY 
PREFERREDSrOCK 

TOTAL 

BASED 
TOTAl 
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EPCOR Water Arizona. Inc, 
CAPKALIZATION ANDFINANCIAL STATISTICS (I] 

ZOO0 ~ 2012. Indusivs 

- 2008 

S 392.586 5 356.159 $351.857 5 338.999 5 349274 

1 392.586 5 356.159 . J 351.657 6 338.999 5 349274 
--LA --- 

4 1 4  % 4.63 % 5.15 X ’  4.15 % ’ 5.68 % 

I.. . . 

SYEAR 
6122  ’A 54.80 K 55.58 % 54.31 X 55.76 % AVERAGE 56.35 % 

. .  . 
- -h .. % . - % - s. ._ y * DIVIDEND PAYOUT RATlQ - P 

RATE OFRETURN ON AVERAGE BOOK COMMON EQUW 6.6; % 6.42 % J.49 % (0.06) % (2.46) % 2.40 % 

D T A L  OEBTIF81JRA.E 483  x 4.27 x 5.65 x 6.27 x 7.85 I 5.77 x 

I;UNOS FROM OPERATWNSI TOTAL DEBTf41 429  % 521  % 1.19 9c (0.05) “A (1.84) X 1.76 % 

61.22 *A s4.m I 55.58 m 54.31 % 55.76 ‘I, ss.35 x 
Nrrlss: 

(1) /uI opilellzation and financial rlalisUw for ha p u p  are Ihs ariVMetlc mvemge of he achieved resullr to, 
aach Edividual company m !he group, and arm based upon finandel slalernenls as orlglnalb repofled In each 
year. 

(2) Cornpuled byrelalrna aclUalIolal~eblfnlsreslorplefened rlockdivfdends bookedlo avorageorbepinning 
and sndine lolal debt orprelerred nbd; reported lo beauistanding. 

(4) Funds from operailons (sum ofnal imrne.  deprecialian. smolliralbn, nal delened incame lax and 
‘nvarlmenl lax wdils, less lolar AFULIC) plur inleresl charger as a perolnlage oflolal debl. 

Source oflnformalion: E p a r  b i e r  Apzona, In+’s Annual Repoils lo Ihe h h n a  CorpaaUon Comrrfsdon 

. I  
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CAPITALIZATION STATISTlCs 

.- 
TOT& PERMANENT CAPITAL 
SHORT-TERM DEBT 

TOTAL CAPITAL EMPLOYED 

INOICATEO AVERAGE CAPITAL COST RATES ra 
TOTAL DEBT 
PREFERRED STOCK 

CAPITAL STRUCTURE RATIOS 
EASED ON TOTAL PERMANEM CAPITAL: 

LONGTERM n€ET 
PREFERRED STOCK 
COMMON Eauiir 

TOTAL 

BASED ON TOTAL CAPITAL' 
TOTAL DEBT, INCLUUING SHORT-TERM 
PREFERRED STOCK . 
COMMON EQUITY 

TOTAL 
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Prom Group of Nine Water Companies 
CAPITALIZATION AND FINANCIAL STAllSTlCS (1) 

2008 -2012. Inclusive 

2008 - 20012 - 201 1 2010 2009 - 
(MILLIONSOFDOLLARS) 

' ' fm 
FJNANCIAL wno S - MARKET BASED 

MARKEl IAVERAGE BOOKPAllO 
DMDENOYIELO 

CARNINGS I PRICE wno 

ONIDEND PAYOUT wno 
. .RATE OF RETURN ON AVERAGE BOOK COMMON E W l W  

. .  JOTALDEQTI EBITDA 131 

FUNDS FROM OPERATlDNSITOTALDEBT141 
~. . 

t .. .... OTAL DEEP TOTAL CAPITAL . . - _ _  . -. i ... -. .. . . .  ::... . .- . .. . . . . . ,. , . .'?,., .* , . _ .  ,,..\ 5. ..,. -* 

$1,801.379 $1,736.91 2 $1,7 12.951 $1341.561 $1,537.37 1 
~ S B 1 . 0 7 6 % 6 3 . 4 6 5 ~ 9 4 . 1 0 4  

5.41 % 5.36 % 5.31 96 5.31 % 5.58 % 
5.53 5.53 5.54 . 5.54 4.32 

AVERAGE 

49.12 96 50.69 0 ,  50.97 96 5o.m UA 50.35 % 50.39 % 
0.16 0.19 0.21 0.22 0.18 

m 48.84 - 48.99 49.43 - 0.16 
49.42 

glQQQ% l@&% Gz% 1pBsll% lMss% W% 

50.79 46 52.55 % 53.49 56 53.33 % 53.43 % 52.72 % 
0.19 0.21 0.1 8 

4633 .jg& g.J! 48.06 - D.15 0.17 . 0.18 

W% 19Q8PY Li,l!u% LMLpPx Uua% UIIatSs. 

6.45 % 6.33 % 6.38 56 4.64 % 5.91 % 5.94 % 
156.32 150.17 138.52 155.48 153.35 

61.07 66.67 m.06 n . 6 8  65.95 

166.26 

61.46 

3.04 4.09 4.26 4.72 4.49 4.28 

9.94 U 8.99 9b 8.98 % 6.99 k 6.29 % 8.26 % 

3.84 X 434 X 4.75 X 5.53 X 9.07 X 5 5 1  X 

20-665 46 18.82 % 17.10 % 16.41 % 16-14 96 17.82 % 

50.79 X 52.55 X 53.49 % 53.33 % 53.43 % 5272 % 

Notes: 
(1) All capilalilalian and finsndal slatisticsfor !he gro$'ire-the ari(hmel1o average of h e  achieved rasuifs lor 

each individual company in the group. and are based upon finaneal statements as origlndy reponed In 
each year. 

(2) Computed by relating actual lotal deb( interest or pererred stock dividends hooked to average of beginning 
and ending total debt orprefermd stock reponed to be Dulstanding. 

(3) Total debt relative to EEITDA(Eam1ngs before Interest, Income Taxes, Uepredatlon and AmorliZatiOfl). 

. . 

(4) Funds from operalions (sum of net Income, depredelion, amortization. net deferred l n m e  tsx,end 
Inuealrnenttax aedits. less Iota1 AFUOC) plus Interest charges as a percentage oltotal debt 

! 
I .  

I 
! 

. I  

I !  

- 1  
i 
i 
I 

Source ollnformatlon: I-Metrix Oatabase 
Company S K :  Form 10-K 
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&erican slsles Wlerco. 
LongTermDabl 
Preremd S l O d  
Camrmn Equily 

Tolal Capibl 

42.49 'h 45.46 % 4430 9,4 48.95 % 4625 Y. 
om 

53.73 
1oo.w % - 

45119 w 
0.99 

54.91 
1oo.w % 

P 

0.00 0.00 O M )  0.00 
5751 54.54 55.70 53.05 

. %  -LEE" -S% mw* &loow 
I -  

-'%. 

m r i c a n  WlsrWDnr co., 
bs. 
LowTerm Dab1 
Preferred SLock 
Common Equ'Zy 

To!al Capilal 

55.75 % 
0.32 

55.49 % 
0.28 

54.30 % 55.72 M 58.73 w . 55.98 m 
0.21 0.27 0.29 0.30 

iw.oax ta0.00 % IOO.M% 100 .oo % 
45.49 44.01 42.98 42.72 

P 

. 44.23 
1uo.00 % 

P 

45.93 
lW.Ob% - 

Anua herim. Inc  
Long-Term Dab1 
Prelamd Slock . common Quity 

Tolal Capilal 

53.41 % 54.11 I. 57.05 % 66.59 % 
0.01 0.02 0.02 0.02 

46.58 45.87 42.93 43.39 
, 1ITD.mn - l O O . ~ X  100.06% l o o m  . %  

54.21 % 

45.70 
loo.w % 

o m  

- 
55.08 $6 
0.03 

44.89 
100.06% 

Aderian Rsrwrces Corn. 
LDngTenn Deb1 
Prafcmd Slock 
commonEquily . 

Tolal Capllal 

'i.. . . . . . .  . . f  
47.60 I 48.93 X 
0.00 0.00 ' 

52.40 51.01 
100.00 X I O D . N %  -- 

52.84.2 54.12 % 5a.57 z 
0.00 '0.00 0.W 

im.ncm 100 .on% i w w  . %  
41.18'. 45.88 40.43 -- 

5281 % 
0.00 

47.39 
'1w.obx 
P 

Mfarnia  Water Service 
Gm!R 
bongTem Deb1 
PdemdSlock 
Common Equily 

Tela1 Capilal 

52.61 % 47.93 % 41.88 X 
0.00 0.00 Lca 

48.85 % 
0.w 

50.39 @A 52.04 % 
0.00 0.00 

49.61 4r.98 
100.00* iaa.00 % -- 47.49 52.07 5812 3% 1ooo(1 . y .  

51.05 
100.6r% - 

Connecllcu( WalerService. 
k . LongTennDebl ' 

Prarened stock 
Gammon Equlty 

ToCI Capilal 

49.03 % 53.05 % 
0.21 0.3D 

49.32% ' 5069 4L . 46.94 % 

5034 40.06 52.81 
0.34 0.35 0.p 

ioo.m* l o a m %  lwwJ . x  - 
49.79 % 

0.32 
48.88 

100.00 Y - 51176 46.85 
1oo.oP~l , i o o o b  . x  

I__ 

ylddlesex WalerCgmoaay 
Lon~Term Oi?bt 

Common Eqdty 
Tolal Capibl 

Pmrsmd siodc 
43.53 % 43.12 'A 43.91 % 47.35 Y' 49.10 'h 

55.45. 55.82 55.02 51.41 49.68 
.- 1.02 1 .ffi 1.07 124 1.22 

l o o r m r . % . . Z K  1DLoo% 3% .a . Y. 

45.40 % 
112 

53.46 
ICo.bb% 

P 

. I. " - .. 
SJWCornorali~n 
Lor6-T- Dtbl 
Pwlerred Slock 
Common Equity 

Tolal Capilal 

55.39 x 5683 % 53.79 % 49.52 % 48.08 96 
0.00 0.00 0.00 0.W 0. M 

4 4.8 1 4 x37 4621 50.48 53.92 
i O O . r n %  , 100.06% 100.00% . %  ~- d A  A 

52.28 % 
0.00 

47.72 
100.06% - 

45.96 % 47.35 'k 48.28 % 47.18 M 55.31 'A 
0.w 0.W 0.00 0.08 090 

54.I)Z 5284 51.72 52.84 44.69 mmi% 2100.(1B% 100.00:X 1oo.o6* ,1ww . %  

48.78 % 
0.00 

5122 
lW.00 % 

Pmw GmuD aP Nine Water 
Carnpanies , 

Long-Tern Ocbl 

cormntln Eqully 
Preremd SIO& 

Total Capllal 

49.12 X 50.6s M 50.97 x 50.8Q % 50.35 % 
0.16 0.18 0.19 0.21 0.22 
5a72 49.13 48.84 48.99 49.43 

IW.OO'% 2 06% 10000 . x ~ 1oO.or'b 1w 5 0  y. - 
... "  SOUR^ erfnfmawn 

E W A R  Online's I-Mclk Dalabase 
Annual Famr 10-K 

.. ' 
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ProxyGroup dNine WterCornPanies - 

Amellcan States Water Co. 
American Water Works Co.. Inc. 
Aqua America. Inc. 
Ariesian Resources Cop.' 
California Water Servke Group 
Conneclicut Water Senrice, Inc. 
Middlesex Waler Company 
SJW Corporation 
York Water Company 

Avsrage 

Median 
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EPCORWaterArizona. Inc. 
inaicaled Common Equliy Cos1 Rde Using Ihe Discounted Cash Flow Model for 

Ihe Praxy Grouo of Nine Water Comoanies 

1 P - 3 4 - 5 - 6 

YahOdl 
Value Line Reuters Mean Zack's Five Finance Average 
Prajecled 'Consensus Year Projeclcd . Pmbded Indialed 

Average nve  Year Proiected Flve Projecled Fbe Year f lve Year Adlusled Common . 
Dlvldend Growthin YearGrowlh Growlh Gmwlh In Gmwlh in Dividend Eqully Cost 
Yield (1) EPS (2) Rate in EPS Rale in EPS EPS EPS (3) Yield (4) Rate (5) 

234 K 6.M) % 
2.73 10.00 
2.46 8.00 
3.76 NA 
3.14 6.50 
3.16 5.50 
3.65 4.00 
2.64 7.50 
2.10 4.00 

2.00 Oh 
8.50 
7.40 
NA 
NA 

5.00 
NA 
NA 
NA 

2.00 % 
7.20 
5.30 
NA 

6.00 
5.00 
NA 
NA 
NA 

2.00 sb 
7.4s 
5.80 
4.00 
6.00 
5.00 
2.70 

14.00. 
4.90 

3.00 X 298 I 
8.29 2.84 
6.63 264 
4.00 3.84 

. 6.17 324  
5.13 3.24 
3.35 3.71 
10.75 2.78 
4.45 2.76 

5.98 % 
11.13 
9.17 

9.41 

7.06 
13.53 
7.21 

8.86 % 

8.37 36 

7.84 I 

8.37 

- 
.___ 

NA- No1 Available 
NMF Not Meanlngful Figure 

Notes: 
(1) indicated dividend at 10i3112013 dlvlded by the average closing price ollhe last 60 wading days ending 

(2) From pages 3 through 11 of this Exhibit. 
(3) Average of columns 2 through 5 exduding neaative gmwlh mks. 
(4) This reflect5 a growlh rale component equal to one-half the mnclusion OlgmwUC rate (from cdwnn 9 x mlurnn 1 

to rolled the periodic paymenl of dividends (Gordon Model) as opposed to the cohlinuaus payment Thus, lor 
Amellcan States Water Co., 2.94% x (LOO+( 112 x 0.030 ) )=2.98%. 

10/31/2013 for each company. 

(5! Column 6 + column 7. 

Source of Information: Value Line investment Survey 
w.reuLers.com Downloaded on 111DlR013 
www.racks.mm Downloaded an 11/01/2013 
w,yahoo.com Downioeded on 11/01/2013 

http://w.reuLers.com
http://w,yahoo.com
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Line No. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Notes: 
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PageZof 11 EPCOR Water Arizona, Inc. 
Example of the Inadequacy of 

DCF Return Rate Related to Book Value 
When Market Value Exceeds Book Value 

Based on the Proxy Group of Nine Water Companies 

Per Share 

DCF Cost Rate (3) 

Return in Dollars 

Dividends 

Growth in Dollars 

Return on Market Value (5) 

Rate of Growth on Market Value (6) 

~- 

(1) (2) 
Market Value . BookValue 

26.994 (I) $ 13.574 (2) 

8.86% 8.86% 

2.392 $ 1.203 

0.837 (4) $ 0.837 (4) 

1.555 $ 0.366 . 

8.86% 4.46% 

5.75% 1.36% 

(1) Average market price of Ms. Ahern's proxy group of water mrnpan1e.s as shown in column 4 

(2) Average book value of Ms. Ahern's proxy group of water companies as shown in column 2 

(3) From pag6.4 of Schedule 5. 
(4) .Divide&. pkZiShare based upon a 3.100h adjusted dividend yield. $0.837 = $26.994 * 

(5) Line 3 /market value per share (line 1 column (a)). . 
(6) Line 6 -average dividend yield from page I of this Schedule. 

on page 2 of Schedule 10. 

on page 2 of Schedule 10. 

3.10%. 

. . . . . . .  
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:APITAL STWCTURE m or 6130113 
lola1 Dobt 5335fl.rnlll. Due in 6 YIS $10.6 mil. 
JDebld332.4 mll. LTlntemSt$8.0 mil. 
,~Tlnterest earned. 5 . k  lolal interest 

aases, UncapHalrzed: AMMI renlals $3.0 mM. 
'mslon Assels.lI12 S107.6mill. 

Ffd Stock None 
:ornrnon Slack 38.688.804 h s .  
IS or116113 (Rellecls 2-for4 sfocksplltpald 

LlARkEl CAP: $1.0 blMlon (Mld Cap) 
XJRRENTPOSITION 2011 ' 2011 6!JOfl3 

:ashAsscla ' 1.3 23.6 8.6 
I ther 184.3 160.6 172.6 
;urrmlAssslr 185.6 -mi m 
9ccb Payable 37.9 40.6 55.2 
Debt Due .3 3.3 3.4 
? W r  65.2 49.0 2 
:CmntLiab. 99;1 IOU 
WChgCov. 401% 442% 450% 
PNNUALRAlES Past ..' Par1 EsI'd'lO-'12 
Ifehangelpsrsh) 1OYrs. 6Yn. lo'l&'18 

Cas) Flow" 6.5% 9.0% 6.0% 
Earnings 6.5% 11.5% 6.0% 
3ivMends 3.0% 4.6% 5'0Y 
3cakValue 5.0% 5.5% 2:Od 

nvew 4.9N (us (  orcapq 

Oblig.Sl63.2 mill. 

9nny ' 

($MILL) 

ievenues 5.8% 7.5% 2.0% 

- 
Cal- 

2010 
2011 
2012 
2013 
2014 
Cal- 

2010 
2011 
2012 
2013 
2014 
cab endrr 
2009 
2010 
2011 
1012 
2013 

- 

' 2013 
HE PUI 
' I V  

943 108.8 119.9 419,: 

I .I70 .17E .203 

1.M 1.11 1.32 i.45 1.65 1.69 1.70 2.11 
3 .53 .66 67  .8l 3 8  .81 1.11 
.44 .44 .45 .46 .48 S O  .51 52 

188 251 212 135 t 4 5  223 209 212 
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1.82 1 1.23 1 1.17 1 ~ 127 ~ 1.36 1 '+I1 1 1.00 
3.5% 3.6% 3.1% 2.5% 2.5% 2.9% 29%' 3.0% 

11.9 16.5 22.5 28.0 26.8 29.5 41.4 

-- - -  -- 122% 8.5% .E.% 32% 5.Pb 
52.0% 41.7% Sal% 48646 463% 48.2% 45.9% 44.3% 
480% 523% 49.696 51.4% 53.m 53.8% 54.1% 553% 
4423 480.4 5325 5516 569.4 577.0 665.0 677.4 

Z ~ Z J  nao u6.z ~ B B B  301.4 318.7 381.0 3983 

43.5% 37.4% 47.m 40% 12.6% 31.8% 3." 432% 

W3 6M.2 713.2, 750.6 776.4 81.3 8664 855.0 

5.6% 6.6% 8.5% 8.1% 9.3% 8.6% 82% 11.0% 
6.6% 8.5% 8.1% 8.3% 8.6% 8.2% 11.0% 

'NW 4.0% 28% 2,?% 39% 3.1% 3.2% 5.8% 
113% I 84% I 67% I 67% 1 9% I 64% 1 61% I 4746 

BUSINESS: Amrican Slates Waler Co. apersles as a holdlng 
ampany. Thm& i l s  principal .subsidiary, Gowen Slab Waler County. Sald'Chapaml'Cily Waler olMzana (slll). Hs 728 ern 
Cowny, il supplies wale? lo more than 2S0,WO cudomen in 75 playees. ORicers. X direclws om 2.9% or m m o n  stack (4111 
pmnwlUes In 10 wunliss.'Senice ereas3ndude the greater' Proxy). Chairman: Uoyd Ross Pinstrent a CEO: Robelt J. 
wlmpollin areas 01 Lgr'hQefen and Oiange Counties. The wm S p r d .  Inc: CA Mdc 630 East Foolhill Boulevard, San Dims 
pany also p&ks aleddc.dl#t~ sepices lp nearly 23,250 as lorn  CA 81773. Tel: 909494.3600. Inlemel: vnnu.aowalor.mm. 

Nbnutility ope&tioh'.&.r& a key om- ness, American States earnings might ex- 
ponent of American States Water.Lst 
year, its nonregulated, subs<diary;'ker- hean*h!Xe, core regulated operations 
ican States Utilities Se'iviceS,(&HS). ac- a r e  doing fine. Due mostly TO a. recent 
counted far $0.39 a share, or  28% of the rate Increase granted to GoIden State 
compan s ahare net. This p e r d e n @ @ $ i i  Water (the main water utillty). earnings 
easily d e  highest among the eight- water growth shauitl be somewhere in the 5%-7% 
utilities that Value Lfne follows. range, Indeed. 
Estimating future profits from these We're raising our earnings projections 
businesses will be more dimcult  in again. For the second straight quarter, 
the  years ahead. The core of the ASUS American States share net exceeded ex- 
profits has come from operating and pectations in the June period. Asa resuit. 
maintaining water services at  eight US. we are nudging the company's earnings- 
mllltafy bases. Some analysts on Wall per-share estimates higher by $0.05 in 
Street believe that 2012 was erhaps the 2013, and %0.10 in 2014, respectively. 
b a k  earnings year For AS&, but we [please note that all fi urcs on h e  pagc 
think that these projections are comerva- have been changed to rekzt h e  two-for-one 
tive. True, the company's backlog of new stack split paid on September 3rd.) 
projects isn't large. However, with a sub- American States' shares offer 511 htly 
stantial number OF military facilities yet to better-than-average potential fong- 
he privatlzed. we believe that ASUS' good t e rm returns for a water  utility. The 
reputation with the Department of De- current yield is ty Ical for the industry, 
feme will greatly help it wln a fair share but dividend growtf: prospeces are higher 
of Future contracts. Thus, we think earn- than the group norm. Moreover, the corn- 
ings of between $0.40 a share and $0.50 a pany is the third-largest water utility W E  
share From this segment are attainable to  FaUow, and is the,anly one that ra t s  an A 
the 2016-2018 pull. Since winning con- Financial Strength Rating. 

October 18. 201. tracts is less predictable than Its core busi- James A. Flood 

. "  

erience reater swings than in the past. 

10.84 11.80 11.85 I i t50  FiwkValqepe~sh ' 

37.70 38.53 39.00 1 40.00 ComrnonShSOulsfg 
15.4 143 addng RIV. AvgAnn'lPIERatio 
97 .91 "du@ Reblive PIE Ratlo 

3.2% 3.1% eg"''f*(i .* Avghn'l Div'd Ydd 
419.3 466.9 480 500 Rewnues Brnllll 

. 

42.0 54.1 58.0 MI.O NelPmft(irnillj - 
41.7% 39.9% QG% 40.0% Income TaxKate 
20% 25% 25"L 25% AFUDCXIoNelProf~ 

45.4% 42.2% 43,1 43.0% Long+?rmpebt Rallo 
54.6% 57.8% 57.0% 570oX ComrnonEquilyRaUo 
749.1 787.0 w)5 S75 ToblCapitd ($mill] 
896.5 917.8 940 885 NelPlant(Irnll) 
7.1% 8.3% 7.0% 7.1% Return on Total Cap7 
10.3% 11.9% 125% 120% RelumonShr.E@ly 
10.3% 11.9% BS% f2.W Rehm on Corn Equily 
5.3% 6.6% 6.0% 6.0% RetalnedloComEq 
49% 45% 5t% 54% AllDlu'dsloNelProf 

ers In Ihe city of Bla Bear Lake and lo areas of San E 

i 6-18 

127! 
3.44 
1.71 
.$! 

-zil 
14.21 
2% 

185 
1.31 

3.1% 
561 
73.1 

25% 
43.0% 
57.0% 

1025 
i f01 
65% 

1 is% 

50% 
56% 

wdh 

__ 

4a.w 
- 

- 
A 

* 
- 

(C) In millions, adjuled lor splits. Corn any'sFlnanclal Strenglh A 

Price Giowlh Persistence 75 
Stoohr Price SlabgiQ I% 
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bares  Uncaplla!lzsd: Annual renlals $28.1 mill. 
psn~io);~sselr ~1157.7 mlli 

Pfd Stock 817.6 milt 
-- 8692.8 9245.7 8750.2 [Y09.0 3561.3 -- -_  0720.6 9318.0 9991.8 10524 I lOSS 

Oblig. 51621.2rrilL 
Pfd Dlv'd 5.7mll 
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12% SPA 8.0% 10.0% AFUDCXloNe\ProGt 1WL 
58Ph 53.8% 5AP6 54.0% Long.TennDeblRalio 542% 
44% 46.0% 460% 4EO% Common Equily Ralia 45.5% 
9580.3 9652.7 lDJW iOBw loUCapilal($mHl) m D 0  
11021 11739 iB2100 128w NelPiant~Smlll) f42W 
4.0% 5% 5.5% 52% R~lumanToblCap'l 6.0% 
72% 0.4% 8.0% 8.5% RelumonShr.Equlty 9.5% 
12% 8,Pb &O% B.SA RelurnonCwnEquity 95% 
3.5% 4.6% 4.5% 4.5%. Rlalned lo Corn Eq 4.% 
52% 45% 4s"L P A  AIIDiv'dstaNelPmt 50% 

ock 177884,133 6hs. 
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.lo8 ,108 ,108 . i l B  .44 
,116 .I18 .I16 .124 .47 
.I24 .I24 .I24 .I32 .50 
.132 ’ ,132 .132 1 4  34 

and watlewaler dlillns b tse tve  appmu’mle$ lhree mllliw re& slock; Blackrod, IF. 6.3% Siale She1 CapYal Gorp., 5.7% 
denls in Pennsylvania, Ghlq Nodh Camlina. Illimoir. Texas, New Vanguard Gmup 5.W (4113 Prom). Chairman (L Chlel Exemlive 
Jelsey, Flotlde, Indiana, and live olher slaies. Acquired OfBcer. Nicholas DeEanediclis. Inmrporaled Pennsyivada. A& 
AquaSwrm. 7103; cOn,sumrs Water, 4fB9: and olhepi Walersup’ dress 762 Wesi Lancarler Avenue. Eryn Maw, Penwlvanla 
p4j revenues ‘12 residential, 60.5%; mmmerdal, 16.1% lnduslrial 19010. Telephone 61Q-525-1400. lnlemok w.aquaaderica.w. 

Aqua America’s main:Jong-term stra- been adjusted for the recent five-For-Four 
tegy is t o  grow th rough acquisitions. stock split) was much higher than that of 
The United States is filled with thousands a typical utility Thanks in par t  to the 
of.srnall water utllities that  a r e  run by IC- mmpany’s low payout ratlo, we estimate 
cal municipalities. Due m the lack of that the annual dividend hike will average 
proper maintenance, many of the facilities about 10% for the foreseeable future. 
‘me in terrtble shape. Since a large number Nonutility operat ions will play a 
of local governments a re  AnanciaUy larger role in the company’s future .  
strapped, they find i t  more advantageous Aqua America recently: completed another 
to sell thelr water systems to entities that extension of its water pipeline in Pennsyl- 
have both greater managerial experience vanla. The pipeline is used to supply water 
and the financial wherewithal to Invest t o  natural as producers drilling In the 
the Funds required Eor the systems to  oper- Marcellus Sfale. We expect the company 
ate properly. Aqua America bought 18 new to become much more tnvolved in con- 
companies last year and should add a structing pipelines because this  is a more 
similar number of new utilities’in 2013. eEcient way of providing the water 
Aqua America has been successfd  needed €or drilling than by using trucks. 
driving s y n e r  ies t h r o u  h acquisi- Investors  have to pay a slgght premi- 
tions. Historlca%y, many o f  the opera- um for these shares. The average yield 
tional beneflts promised to shareholders of €or a water utillty i s  close to 3%. Thus, 
companies involved in acquisltions never WTR‘s payout is about 40 bask points 
take place. However, Aqua America has lower than the industry norm. We believe 
proven that it can purchase other water that this i s  a very reasonable price to pay 
utilities and slash redundant overhead for the company’s robust dividend growth 
costs to improve operating margins. prospects, which should rovide better- 
Dividend g r o w t h  prospec ts  are excel- than-average total returns For a water Util- 
lent. Last quarter‘s 9% hike In the i overthe pull to 2016-2018. 
quarterly payout (all of our numbers have %nes A. Flood October 18. 2013 
gr repoil due lale Odober. 

SepL & mc Oiv’d. ieinveslmenl plan 

(C) in mnlbns. aqusled for S(0Ck splils. corn any‘s Hngnckl Suen,gth E++ 

Price Growlh Pslsislence 70 
Wends historically paid in early Mardl. Stecbs Prim Shbilily rm 
Me (5% dismunl). Earnings Pmdlolablfity 1M) 

0 Z O l i V a l i  tine hhW UC All dp 1 ~ 0 d  iaduuai merial Is Oblained h fourms Mimed lo berdaWe and is povldcd &ut p t r a d n s  d a W 
THE PUBLISHER IS NOT R8WNhLE OR ANY E R R W M I  OMlSSlDNS HEREIN l j 7 p m l i m ~  dklb lM ylbWriber:sam noniomemal h ! u m ~ . u ~ . % p ~  
ditm)yber~~ea.~eJdirruedabmndtedisIanlpilPQ S n r m k a o ~ l m m a u  l a ~ ~ n g a m a h e l ~ a ~ p n l P d a ~ m ~ p u ~ ~ s e n v e a p ~ f f l .  

I I ’ 8 I I I 14 

c 



'. i : . . . .. . . . . . .. . .  : .~.. ..... .... . .: . ' I : ~:. ? .  . ,.... _ _  . . I i ..: i .  . .  . . . . .  
.- .. . ... . . 

! 

ExhibitPMA-DT 2 
Schedule 5 

Page 6 of 11 

PERFORMANCE 

BETA &I (1.00 = MarXelJ 

Price GroWlh Perslslencr W 

Earninas Prediclabllily 85 

ZS. 8.7 9.1 
1.5 1.4 15 

13.3 13.5 32.3 

Total Debt 5116.8 dll. Du8 i n  5 Yrs. NA 

PenrionUabilityS.4 m'll.in'iZvs.f.5rrilL i n ' l i  

FTd Div'd Paid None 
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PRICE 

2524 I 2524 I 25871 30.29 1 30.36 1 '30.38 
126 I 178 I 17.8 I 19.6 I 27.1 I 19.8 
.73 .93 1.01 127 1.39 1.08 

4.6% 4.2% 4.0% 4.3% 4.4% 4.5% 
EAPITAL STRUCTUREas nJ6ROll3 
rotd Debt $507.6 mill. Due h 5 Yrs $65.3 mill. 

.T Debt $430.7 mllL 
:LTlnlsresleamed: 6 . 7 ~  lolal lnl. my.: 6.0~) 

'snsion Arsats-lZf12 $202.9 mnl. 

' fd5bck None 

LT Interest $29.5 dll 

(43% ofcap'l] 

. obiig. s-ia2.u mi. 

EommnaSjock 47,734,035 shs. 
IS of 811113 

4eclsPsyave 48.9 46.6 46.7 
JebIDue , .. .53.7 136.3 78.9 
Dlher .. 49.3 59.7 72.6 
CurrentUeb. 2428 196.2 
cix. Chg.cOv. 278% 297% 325% 
I\NNUAL RATES Past '- . Past Est'd' l042 
ichangefprsh) 1OYrs. 6Yrs. Io'l&YB 
?evenues 4.0% 7AB 
'Cash Flow" 5.5% 7.5% 2% 
Eemlngs 5.0% 5.6% 6.6% 
Dividends 1.0% 1.5% 6.5% 
8ookValue 5.0% 4.5% 5.5% 

'hi- QUUARTERLY REVENUES ($mIkJE FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 90.3 118.3 146.3 1055 460.4 
Z O I I  98.1 131.4 168.3 103.0 501.8 
2012 116.8 143.6 178.1 121.5 560.0 
2013 i11.4 154.6 190 134 590 
2014 135 165 210 140 650 
tal- EARNINGS PERSHAREA FUII 

sndar Mac31 Jun,3D Sep.30 Dec.31 b a i  
2010 .05 2 5  .49 12 .91 
2011 .03 2 9  .50 .04 .E6 
2012 .03 -31 .56 .12 1.02 
2013 d.03 .28 5 0  .05 .E[ 
2014 .OS .30 .55 .I5 7,Ot 
Gal- WARTEALYDMDENDSPAD8* FUII 

mdar Mar31 Jun.30 Sep.30 .Dec.31 Yam 
2009 ,148 .148 ,148 ,148 .5I 
2010 ,149 ,149 ,149 .149 .6E 
2011 . . .154 .la .154 ,154 -62 
2012 ,1575 .In5 .1575 .I575 .6: 
2013 .16 .16 .I6 

w 
8.18 8.59 an 

2003 2004 2005 

12% 1.42 1.52 
.61 .73 .74 
.56 .a 31 

2.19 1.87 201 

BUSINESS: Califomla b 
nonregulafed walbr sei 
mmuniiies in Califor 
Maln s e ~ i c e  arsas: sa 
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13.8 16.7 16.9 

---J--- 
3r Sewice Gmup piovldes reflulaled and brszkd 

3.04 2.65 290 Cap'lSpendingpersh 3.00 
1128 13.40 13.85 BookValuswrrhC f1W 

0, '12: raddenlial, eS% buslners, 1841; public.aulhonllos, 
i#sl. 4 %  other 8%. '12 repolled depredaUan rale: 2846. 3 lo rougHy 471,900 walornm in 83 4%; In, 

Washlnglon, New Mexlm. and Hawall. Has 1,131 e&loi;bes. Presidenl, Chaliman,'and , a e f  ExeclNYe 
'and- b y  area, Sawmenlo VallBy, Ohicer: Peler C. Nelson. Inc.: Delaware. Address: 1720 North fist 

Salinas Valley. San .k ilh V a l l $ &  pans of Las Angeles. A0 Sheel, ?an Jose, Calllornia 951124598. Telephone: 40E-367- 
quked. Rb Grsnde Cap; Wasl Hawall Utllllies @/OS). Revenue B2W. Inlemel: w.cahvafergroup.mrn. 

ThlS will not be an 'easy .year for the water custoniers (Le. .voters) rates low. On 
California Water Sewice Group. As ex- balance, we estimate the final decision will 
pecfed, the utllity pos'tew its second- be fairly reasonable. The allowed return 
consecutive year-overyear negative earn- on e uity wlll most likely be low on a rela- 
ings comparison in the June-ended period. tive %asls, but the utility will at  least have 
What's more, we expect thIs trend to con- a good chance of earning it. 
tinue for the second half OF the year. All told, earnings should decline 
What's behind the bad earnings? In sharply in 2013. but rebound in 2014. 
California. utilitles run on three-year reg- Due to the aforemenaoned reasons, we 
glatory c cles This meam that they can think that California Water's share net 
only' s e d  ra;e rellef every thlrd year. will plunge 22% this year. Next year. due 
Quite often. by the final year of the cycle, mostly to rate relid we expect the bottom 
expenses have outpaced the hlgher reve- llne to snap back, by $0.25. to $1.05 a 
nu- that were originally permitted. share. 
A major rate case is close to being We th ink  that there are other stocks 
sett led In mid-2012. California flled a !n the water utility h d u s t r y  that hold 
petition with the California Public Utility geater appeal than California Water. 
Commission (CPUC), seeking to  raise its n the plus slde, these shares have a yield 
rates by 20%. The utllity has been in that is nearly 70 basis'points greater than 
negotiations wlth the CPUC for months, certaln of its peers. Moreover, as a result 
and it now believes that 95% of the mat- of a large stock Issuance earlier thislea: 
ters involved are resolved. Even though the company's flnances have improve sig 
many of California Waters expenses were nificantly. However, the utility's subpar 
prudently spent on improving its infra- dividend growth potential over the next 
structure, that doesn't mean that its re- several years. and the equity's Below Aver- 
quest will be automatically approved. age Timeliness rank more than offset 
There is a tremendous amount of political these positives. In our opinion. 
pressure brought upon regulators $ keep James A. FIood October 18, 2015 

Aug.. and Nov. L Di$d reinveshenl plan (0 In millions, adjusled lor splllr. 

idhlanglble assels. ln'lz: $183 mill., 

Company's Flmnclal Strength B+t 

50 Paca GrawthPeraistence 
ble. (E] Exdudes noo-reg. rev. 51ock'sPiics Sfabillb 1CQ . 
ml&I Is obla'ned Con muxes bsfievd la IM rdtakla and ir pmiled vinholn warnanlies d an wd 
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SAFETY. 3 ~ ~ v i f l l i l  
TECHNICAL 3 Lnwedimini 

.n .70 .79 .79 .BO .e1 ,a .N .85 
1.99 1.12 1A2 1A5 1.S6 198 1A9 1.58 1.96 
826 8SZ 861 8.92 9.25 10.06 10.46 10.W 11.52 
6.79 6.80 726 7.211 7.65 734 7.97 8.04 8.17 
129 15.5 18.2 18.2 21.5 24.3 235 22.9 28.6 
.74 .ai 1.04 1.11 i.fo 1.33 1.3 1.21 152 

Dbllg. 586.5 mnt 

PfdS!ock $0.8 mill. 

Cornman Stock I 1  00.512 shs 

Pld Divd NMF 

. I -  

ormi1i3 ll.% I 10.6% I 75% 
MARKET CAP: $360 mlllion [Small Cap] 32% 3.1% 3% 
CURRENTPOSITION 2011 2012 6i30/13 71% 71% 855( 
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105% I 8Z‘h I 79% I 76% 1 81% I 83% I 62% I bi‘hl. 59% ~AllDWdsloNeIPrk 
Valw Service, Inc L a nonqperallng Malne. Acquired The Malne Walsr Co.. 1112: Biddeford a 
nmme k derived from earrings of its 

E- = 
1 i. 25 
275 
l a 0  
1.f f 

2I 
__ 2R4O 

1ZW 
2R) 

1.35 
3.4% 

135 
2f.O 
35% 
3D”x 

48.5% 
57.5% 

475 
SM 

S,S% 
a!! 
3x4 
6% 
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__ 
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Permlssion was granted for the company 
to establkh a Revenue Adjustment Me- 
chanism, which will allow it to keep the 
h x  beneflt from the IRS refund going for- 
ward. These funds wlll be allowed t o  flow 

i 



CAPlTALSmUCTUREas of 8130f13 
Total Debt $160.7 mill. Oue In 6 Yrs %PO mik 
LTDsbl$l33.5 ndll. LTlnbaslS7.O mill. 
(LTlnleresl wverage: 4.1~) 

(42% of Cap'l) 

3.1 3.0 3.0 Cash Assels 
Olher 19.8 21.6 291 
CurrenlAssels 228 26.1 
k d s  Payable 5.7 88 5.1 
Deb1 Due ,4.6 11.1 33.2 
Olher 36.4 41.1 17.6 

--Cumnt Uab. 46.1 56.0 55.9 
FkChg.Cov. 380% 410% 415% 
ANNUALME6 Pad Past Esi'd'lO-'l; 
efchatina(porsh) 10Yn.' 6Yrs. lO'l6'18 
Revenues 1.5% 1.0% 6.5% 
"Cagh f l o g  3.0% 2.0% 7.0% 
Earnings 3.5% 25% 40Y 
Oivfdendn 1.5% 1.5% .I% 
BookValus 4.5% 4.0% 20% 

Pension Assels-12112$37.9 dl 
PldSlaok53.4 mill. Pfd 0iv'd:LZrnill. 

Obllu. $8'2.8 mill. I 

3 0 5  .1875 .1875 

(AI Oiluled earnlogs; May no1 wm.due 
mundlna. Ned eaminos remd due e& 1 

- 
Full paJ 
102. 
102. 
110, 
120 
125 
Fuii 

Yea1 
.91 
.84 
21 
1.M: 
1.0! 
Full 
Yea1 
di 
.7; 
.7: 
,71 

- 

- 

- 

- 

BUSINESS: Middlesex Water Company engages 
and ooemh 01 rs.wialed wler u l i L  systems in 
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9 (IraiLg: 19.7)l RELATIVE 
, W n :  22.0 PIERATIO 

440 1 4 5 0 ~ N e t P l a n i [ $ k l l ~ ~ w  1 ; 5  
4.3% $I RetUmonZlalCa '1 
8.0% 8.595 RetumonShr.Equity 9.W 
9.0% 85% Uelm onCwn u 3.0% 
20% 2.5% Retained lo Corn Eq 

98% I 75% I 87% I 83% tG% I 7% lAllOiv'dsloHetProl I 7PA 
i e  rnershlp 2012, be Mlddl ex Syrlem accollnled for 65% nllolal revenues. 
v Jersey, Del. AI 1211112, lh eampany had 279 employees. Inrmparaled: MJ. 

awari, and Peons&nia. I( aka op&les waler and vvaslewaler Pr'esidenl. CEO, and Chdrman: Dennis W. Ooll. OBcerrJdiredors 
syalerns undermnltadon behsliolmunldpal and plrvale dents In o m  3.1% or the wmrnon biacx; BladrRock. 6.3%: The Vanguad' 
NJ and pE 11s Aliddiqsex Sysim provides waler services Io 60,OaO Gmup, 5.796 (4/13 pmxy]. Addreas; 15W Ronson Road, Iselin, NJ 
ielail wsbmers, prlmedly tn liliddlbsex Cqunly, New +my. in 00030. Tei: 732494-1500. Inlemel: wwmUdk~e,pvalf!r.am. 
Historically, Middles&Water's divf- mtd-2012, as well a better contract with 
den&" crezises h&&.been incredibly the borough of Avalon, NJ, a wholesale 
c o n s i g n t .  Over the past nlne years, client. ' 

(from 2003 to 2012), the utility has raised Performance in t h e  industrial  mar- 
Its annual payout by $ O . q l  a share. "kets has k p a i r e d  Middlesex. The utili- 
Sometimes predictabil i ty isn't a posi- ty lost a contract to supply water t o  the 
tive. Over the past five and 10 years, borou h of SayrevUle, NJ this past Au- 
respectively. the average dividend hike gust. %nother setback was the closure of a 
has been a meager 1.5%. This r a n k  near Hess oil refinery earlier in the ear. 
'the bottom when compared to the other, T h e  company i s  targeting d e  residen- 
seven water utllitles that. b l u e  LIne tial market. Despite recently winning a 
covers, contract to privatize the water system a t  
Could Middlesex finally break its the Dover Alr Force Base in Delaware, 
streak this quarter? Late October is Middlesex has budgeted $25 milIion a year 
usually the tlme when the company imple- over the next three years to improve the 
ments its annual dividend rate hike. With inFrastmcture OF its residential business. 
decent earnings comparisons, 5t's possible We &g&e with this strategy as the 
that Middlesex could go against wnven- residential market is both more predic- 
tion and raise the payout by more than the table and  profitable 
traditional one-quarter OF a cent per share. Middlesex shares ace ranked  to out- 
We are taking a show-me approach, with perform the market  in the year ahead. 
our figures representhg the . usual Some investors may aIso be attracted to 
Quarterly Increase. the stock's high current yield Those with 
The .utility's earnings have been im- a' long-term horizon, however, can find 
proving. .In the June period, Mtddlesex other water utilities with higher total- 
experienced its fourth-consecutive positive return potential through the pull to 2016- 
earnings comparison. This was mostly due 2.018. 
to  the implementation of higher rates in James A. Fhod October 18, 2013 

&I$, and Novembwr t%'d telnveslmenl $0.58 a share. Company's Flnanclal Strenath B+t 
wailable. Slack's Price Slablllly 95 
I miillons. adJusled lor sp!lls. Price Grnwlh Persktnncs 40 
nlangible assets in 2012: $9.2 million, Earnings Pradicbbility , . 80 

.i 

1 
! I  

.__. ..., . . .  , 

:I 
! 
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rohlDeblS335.8miU. Ouein’6Yk $Zl.Zdll, 
Lr Debt ~355.3 min. 
vola1 hleresl caverage: 4-84 

LT Interns1 $1~.6 mtk 
(52% of Cap?) 

Laasus, Uncapi!alired: Annual renlals $4.7 mill. 

Pension Assets $756 mill, 

Pfd Slock None. 
0 blig $141.0 mill. 

:omrnonStock20,t37.197 shs. 

MARKET CAP: $660 mllllan (Small Cap) 
:URRE ’ POSITION 2011 2012 6130113 

??:Assek 42.2 40.4 44.2 
3urrentAssels 86.9 429 48.2 

as of7lZfW 

28.7 ’25 . 4.0 
,$MlLY.J. 

lcds Payable 7.4 a5 15.9 
Jebl Due .e 20.7 .5 
Xher 20.1 18.9 28.8 
FurrentUab. - 28.3 -&72 
-0c CI 
~ 

WNUI 
Ifchanl 
h e n  
‘Cash 
ia+n 
Xwde 
look \ 
CaC * 
2010 
2011 
2012 
2013 
2014 
Cal- 

snd,r 
2010 
2011 
2012 
2013 
2014 
Ca!- 

2009 
2010 
2011 
2012 
2013 

- 

- 

G 
JJeS : 

:poll d 
2013 1 

iEPU8 

16.36; 

lmyl 
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&se. $orage. purlf~alialion. dlsl~ullon, and ~la l l  sale ff Waler. II- setvioes, hguUflg walw ryslem pperalias, cash remillancq and 
pmvties wale[ seMw l o  appmxfmalely U7,W wnnedlans Ihal mainlenance wnlfacl sewices S W  dso o m  and opmles m l l ~  
serve a pvpulallon of approximalely me ndllbn people In Ihe San merdal real eslele hesbenls.  Has aboul375 employees. Chrm.: 
Jose a& and 8700 mmedbns lhal sew appmklmalely 36.WO Charles J. ToeniskoeHer. Ins: CA. Address: 110 W. Tayhr Slreel. 
@sl&nls In a s h e  area in Ihs region helm San Anlonlo and San Jose, CA95110. Tel.: (408) 27%78(10. ink w.spalec.wm 1 
A fipal dec s ion  o n  SJWs pending nificant amount ofpolitical blow-back 
rate”>ase w&be deIayed. The Callfor- Therefape: o u r  2914 profit estimate.€or ’ 
nia Public Utili9 Commission (CPUC) has the com ahy is pxktty tenuous. Earn- 
had to’divert much of its resources to in- ings shouPd be fine as Iong as  the interim 
vestigate the San Bruno gas pipeline ex- rate relie€ is tn place. Once the CPUC 

losion, which killed etght peaple in 2010. makes a final decision, things could 
heanwhlle, 2013 Is benefiting From in- change Tor the worse. In any case, we 
terirn rate relief. SJW is seektng sub- should point aut that California regulators 
stantial rate Increases of 21.5% for 2013, have been reasonable in the past, and 
4.9% in 2014, and 12.6% in 2016. Until a hopeFully some sort of deal that  satisRes 
f l ~ l  decision is, reached on thii request, both sides can be reachpd. 
the utllity has been allowed to raise rates We expect SJW to tap the external 
on an interim basis. Though earnings a m -  markets in the  years ahead. The a m -  
parisons won’t be impressive In the second p a y  estimates that it will have to invest 
half of the year. we still think that the $100 milllon annually through 2016-2018 
utility’s share net can increase lo%, to in order to upgrade its aging infrastruc- 
$1.30 ture. Internal cash flow will Fall well short 
SJW’s future IS in the hands of regu- of generating sufficient funds to meet 
lators. While thfs statement Is true for all these outlays. Thus, there will be-diluttve 
utilities, SJW is more vulnerable than equity offerings and costly debt issuance, 
most This is due to the enormous size of. Both of these moves will impair the com- 
the rate hikes that it has petitioned for. pany$ earnings growth. 
Even though we vlew the companys ex- S J W  shares now carry our. Highest 
pendltures as essentfal to the ofierations of rank (1) for Timeliness. Momentum in- 
igsystem, the sheer size of the requests vestors may find this stock of interest, 
puts the CPUC in a difficult position. It is others might be scared off by the posslbil- 
politically very hard to raise rate payers’ i 
bills by such a large extent wlthout a sig- 2rne.s A. Flood October I R .  101.7 

’ 

of a harsh regulatory decision. 
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. Exhibit PMA-DT 2 
Schedule 6 

EPCOR Water Arizona. Inc. 
Current institutional Holdings and Individual Holdings 

the Prow Group of Nine'Water Companies 

Proxy Group of Nine Water 
Companies 
American States Water Co. 
American Water Works Co., I nc. 
Aqua America, Inc. . 
Artesian Resources Gorp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
York Water Company 

Average 

Notes: 
(I) (1 - column 1). 

Source of Information: 

1 - 
October 31,2013 

Percentage of 
lnstitu tion at 

Holdings 

62.12 % 
81.96 
47.24 
37.90 
56.98 
41.63 
39.10 
52.89 
26-08 

49.54 % 

2 - 

October 3 1,201 3 
Percentage of 

Individual 
Holdings (I ) 

37.88 % 
18.04 
52.76 
62.10 ' 
43.02 
58.37 
60.90 
47.1 1 
73.92 

5D.46 % 

pro.edgar-online.com, October 31,201 3 ' 

.. 

. . . .  

http://pro.edgar-online.com


.. ... 2 . .  . , . -  - ,  : . i  ;. .. ! ! .. . . _ :  I .  . .. . .  ...... . .  . . .  i i : . . . . . . .. i s  

I 

EPCOR Water Arizona. Inc. 
Summary of Risk Premium Models for the 

Prow Group of Nine Water Companies 

Predictive Risk 
premium Model 
(PRPMTM) (I) 

Proxy Group of 
Nine Water 
Companies 

11.68 '3'0 

Risk Premium Using 
an Adjusted Market 
Approach (2) 9.96 % 

Average 11.25 % 

Notes: 
(1) From page 2 of this Exhibit. 
(2) From page 3'of this Exhibit. 

.. . 
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0.38% 0.28% 0.48% 0.wu 0.31% a . m  o.z+ 0.42% 0.46% . 
7.37% 17.46% 1361% 6.02% 6.81% 6.11% 6.56% 6.07% 11.40% 

4.31% 431% 4.31% 411% 4.31u 431% 4.31% 4.3% 4.3'1% Rbk-Fraa Rala (3) 

lndlcslid C u l o l  
C o r n o n  EquiQ 11.68% 10.42% l0.87% 11.28% i6.71% .( 

AVSWe 13.07% 

Medlan 11.68% 

17.82% 1233% - 

N.I.% 
(I) PRPUmcalNlaled Itom SmlrvlUnbla Bdlnsmmih ihnugh Sepbmtw2013. 
(2) Basad 4M &la Imm CRSfl Data W12. C e n l l  For Reruahh h S c W  Pker (CW?'). Ra Udwaily of ChiSago Bwlh S h a l  d Burlo~rx. 
P) Rom mle 3 on page ZdSchtduIb R 



Line No. 

I. 

2. 

3. 

4. 

5. 

6. 

7. 

Notes: 

I i . .  I ! . . .  
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Schedule 7 

P a g e 3 o f l l  

EPCOR Water Arizona, lnc. 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Usinq an Adiusted Total Market Approach - .- . ' 

<... .'. . Proxy Group of 
Nine Water 
Companies 

Prospective Yield on Aaa Rated 
Corporate Bonds (I) 5.08 % 

Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 
Utility Bonds 0.23 (21 

Adjusted Prospective Yield on A Rated 
Public Utilify Bonds 5.31 % 

Adjustment to ,Reflect Bond 
Rating Difference of Proxy Group ' (0.04) (3) 

Adjusted Prospective Bond Yield 5.27 % 

Equity Risk Premium (4) 4.69 

Risk Premium Derived Common 
Equity Cost Rate 9.96 % 

From note 3 on page 8 of this Schedule. 
The average yield spread of A rated public utility bonds over Aaa 
rated corporate bonds of 0.23% from page 6 of this Schedule. 
Adjustment to reflect the AI/A2 Moody's bond rating of the proxy 
group of nine  water companies as shown on page 4 of this 
Schedule. The 4 basis point adjustment is derived by taking 1/6 of 
the  spread between Aa2 and A2 Public Utility Bonds of 0.22% as 
shown on page 6 of this schedule (1/6 * 0.22% = 0.04%). 
From page 7 of this Schedule. 



. .. .. . . . . ., . .- . .. , . ~ ... , . -. , . .. ,. .. .. 

Bond Nurnmbl. 
MbhlinqflL 

A. 5.0 
A 6D 

A 4  4.0 
NR 
P.4 4.0 
A 0.0 
A 6.0 
A 6.0 - *- 

Cradll 

Ah 
BE+ 
A t  
NR . A* 
A 
A 
A 
pc 
9_ 

N~~ttCikal 
WlahUdQ 

5.0 
5 0  
8.0 

5.0 
6.0 
1.0 
6.0 

1.0 
1.0 
1.0 

1.0 
1.0 
1.0 
1,O 
1.0 
1.0 

3.0 
4.0 
3.0 

311 
4.0 
4.0 
4.0 
4.0 
3.8 

_ _  
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Numerical Assignment fo r  
Moody's and Standard & Poor's Bond Ratings 

and Standard & Poor's Business and Financial Risk Profiles 

Moody's 
Bond Ratinq 

Aaa 

Aal 
Aa2 
Aa3 

A I  
A2 
A3 

Baa 2 
Baa2 
Baa3 

Bal 
Ba2 
Ba3 

Numerical 
Bond Weiqhtinq 

1 

2 
3 
4 

5 
6 
7 

8 
9 

I O  

11 
12 
13 

Standard & Poor's 

Business 
Risk Profile 

' Excellent 
Strong 
Satisfactory 
Fair 
Weak 
Vulnerable 

Numerical 
Weiuhtinq 

1 
2 
3 
4 
5 
6 

Financial 
Risk Profile 

Minimal 
Modest 
Intermediate 
Significant 
Aggressive 
Highly Leveraged 

Standard & Poor's 
Bond Ratinq 

A M  

AA+ 
AA 
AA- 

A+ 
A 
A- 

BBB+ 
BBB 
BB& 

BB+ 
'B B 
BB- 

Numerical 
Welq hting 

1 
2 

' 3  
4 
5 
6 
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Spmad. Corporsle v. Pub& UUW Bonds 
C O V O ~ l e  A=’(PUO.UUI.) , Apub.UlUJ amaLPub,. 

o w  .%a mi h a  UOIJ over 
Months ___ Aaa Rabd Aa R a i d  A R a e d  Baa Ralsd (Cwp,) 

Spread - PubUc Ut16$ Bonds 

(Corn.) &a (Carp.) Asver Aa Baa OVWA 
Bonds PubllsUliO Smds , 

4.58 x 4.80 % 6.31 % 
153 4.73 5.20 
4.44 4.58 6.21 

Seplernbsr-13 4.64 % 
AUgUIl-13 4.54 

JuW.13 1.34 

Average o r h i  
3 Mmnlhs __ 4.51 % - 4.52% -A a% a% -4 a% 0.22% 053% 

N O W  (11 IUI ylakisare dlslvibulsd yleldr 

.:: 
.? . 

J 



Line 
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1. 

2. 

3. 
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EPCOR Water Arizona, Inc. 

Judgment of Equity Risk Premium for 
the Proxy Group of Nine Water ComDanies . .  

Proxy Group of Nine 
Water Companies 

Calculated equity risk 
premium based on the 
to tal market 'using 
the beta approach (1) 4.67 % 

Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities 

'W- ~ 

with A rated .bonds (2) . 4.70 . 

Average equity risk premium 4.69 Oh 

Notes: (1) .From page.8 of this Exhibit. 
(2) From page 11 of this Exhibit. 



I. 

2. 

Notes: 
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EPCOR Water Arlima. Inc, 
Derivation of Equity Risk Premium Based on the Total Market Approach 

Using the Beta for 
the Prow Group of Nine Water Companies 

Based on SBBl Valuation Yearbook Data: 

lbbotson Equity Risk Premium (1) 

lbbotson Equity Risk Premium based on PRpM’”! (2) . 
Baied on Value Line Summarv and Index: 

Equity Risk Premfum Based on Value Crne 
Summary and Index (3) 

Conclusion of Equily Risk Premium (4) 

6.19 

6.67 % 

Adjusted Value Line Beta (5) 

Beta Adjusted Equity Risk Premium 

,--.. 

Pmxy Group OF .. .. 
Nine Waler 
Companies 

5.60 % 

9.22 

0.70 

4.67 % 

(I) Based on lhe arithmetlc mean hlstortcai monthly returns on large company common 
stocks from IbbotsonmSBB$2013 Valuation Yearbook- Market Results for Stocks, 
Bonds, Bills, and Inflation,minus the arithmelic mean monthly yleld of Moody‘s h a  
and Aa corporate bands from 1926 - 2012. (71.83% - 6.23% = 5.60%). 

(2) The Predictive Risk Premium Model (PRPMTM) is discussed in Ms. Ahem‘s 
accompanying dikct tesllmony. The lbbolson eqully rlsk premium based on fie 

PRPM“is derived by applying the PRPMTM to the monlhly risk premlums between 
lbbotson lame company common stock monthly returns minus the averaga Aaa and 
Aa WfpOrate monthly bond yields. from Jahuary 1928 throtlgh September2O13. 

(3) The equity risk premlum based on the Value Lhe Summary and.lndex Is derived from 
taking the average 35 yearesflrnated median total annual market wkrn of io.27oh 
(described fully in note 1 OF page 2 OF Schedule 9) and subtracllng the average 
consensus forecast of Aaa mrporate bonds ofS.oa%, as derkred below. (10.27% - 
5.08% za 5.1 9%). 

Fourth Quarter 201 3 
First Quarter 2014 

Second Quarter 2014 
Third Quarter 2014 

Fourth Quarter 2014 
First Quarter 2015 

2015-2019 
2020-20 24 

4.50 
4.60 
4.70 
4.80 
4.90 
5.00 

6.30 
5.80 

5.08 

(4) Average of Llnes 1. 2, & 3. 
(5) Median bela shown on page 1 of Schedule 8. 

Sources of information: 
lbbotaonB SRBIB 2019 Valuation Yearbook -Market Results for Stocks, Bonds. Bills. 
and Inflation. Morningstar, Inc., 2013 Chicago. IL. ’ 
Industrial Manual and Mergent Bond Record Monthly Updafe. 
Value Lie Summary and Index 
Blue Chtp Financial Forecasts. June 1 and November 1 201 s 
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions' 
____-______----I- History _-_-__-l____--_-_------ --_ 
--Average For Week Ending----- ---Average For Month--- Latest Q 
Oct2S Oct. 18 Oct I1 Oct. 4 & & I& 302013 Interest Rates -- 

Federal h n d s  Rate 0.09 0.10 0.08 0.08 0.08 0.08 0.09 0.08 
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 
LmoK 3-mO. 0.24 0.24 0.24 0.24 0.25 0.26 0.27 0.26 
ComercialPaper, I-mo. 0.06 0.11 0.10 0.05 0.05 0.05 0.06 0.05 
Tresury bilI, 3-mO. 0.04 0.08 0.05 0.02 0.02 0.04 0.04 0.03 
Treasury bill, 6-mo. 0.07 0.11 0.07 0.04 0.04 0.07 0.07 0.06 
Treasury bill, 1 yr. 0.11. 0.14 0.14 0.11 0.12 0.13 0.12 0.12 
Treasury note, 2 yr. 0.32 0.34 0.37 0.33 0.40 0.36 0.34 0.37 
Treasury note, 5 yr. 1.34 1.39 1.43 1.39 1.60 1.52 1.40 1.51 
Treasury note, 10 yr. 2.58 2.66 2.68 2.64 2.81 . 2:74 2.58 2.71 
Treasury note, 30 yr. 3.64 3.70 3.72 3.71 3.79 3.76 3.61 3.72 
CorpoFate Aaa bond 4.48 4.55 4.58 4.58 4.61 4.54 4.34. 4.51 
Corporate Baa bond 5.24 5.32 5.38 5.41 5.47 5.42 5.32 5.40 
State & Local bonds 4.56 4.68 4.57 4.53 4.79 4.82 4.56 4.72 
Home mortgage rate 4.13 4.28 4.23 4.22 4.49 4.46 4.37 4.44 

4Q 1Q 2Q 3Q 4 4  IQ IQ 3Q* 
Key Assumdons - - -  2011 2012 2012 2012 2012 2013 2013 2013 
MajorCurrency Index 72.4 72.9 73.9 74.0 73.2 74.7 76.4 76.6 
Real GDP 4.9 3.7 1.2 2.8 0.1 1.1 2.5 2.1 
GDP Price Index 0.5 2.0 1.8 2.3 1.1 1.3 0.6 1.7 
Cpnsuruer Price Index 1.4 , 2.3 1.0 2.1 2.2 1.4 0.0 2.1 
Fornests €or inlarcst. rates and thc Federal Reserve's Major Currcncy Indcx represent avcragcs for the quarter. Forecasts for Real GDP, GDP Price Index and Consumcr Price 
Index are seasonally-adjusted annual mtes pfchang (saar). Individual panel members' forecasts are on pages 4 througlr 9. Histon'cal data for interest mtes except LIBOR is frQm 
Fcded  Reserve Release (FRSR) H.35. LlBOR quotes available from The Wa!f Slrael Journail. Interest rale definitions are snnle ns those in FRSR H.15. Treasury yields arc 

.rcportcd on a urnstant maturity basis. Historical data'for Fed's Major Currency Index is homFRSR H.10 and 0.5. Historical data for Real GDP and GDP Cha[ned Price Index 
are f r o ~  the Bureau oFEconomic Analysis (BEA). Consumer Price Indts (CPI) history is from thc Department oFLabor's Bureau oftabor Statislics (BLS). Figurerfir 3Q20/J 
Real GDP, the GDP Chained Price Index and the Consumer Price hularare cansen,wsJuremsts bnvedon a special question asked ufthe purrelbh' [his munfk. 

__-- -_~_---.-_,._---__- History _l_____l__________ 

c 
I 
ki n 

U.S. Treasury Yield Curve 
Week ended Octcber25.2013 andYearAgovs. 

4Q2013end  fQ 2015 Consensus Forecasts 

4.50 - 
4.00 _ -  
3.50 -- 
3.00 -- 

2.50 -. 

- Y*W -Po 

-X- Weak cndsd lOIZ5113 

- - - -C-Concanru~ iQ 2015 

--+-- Conaenrur dQ 2013 

,2.00 .- 
1.50 -- 
1,oo -- -. 1.00 

.. 0.50 

' 

3mo 6mo l y r  2yr 5yr 10yr 30yr 
Maturities 

Corporate Bond Spreads 
AS of week ended October25.2013 

700 . , 700 

U.S. 3-Mo. T-Bills 8, 10-Yr. T-Note Yield 
(Quaim-ly Average) Hfslay  Fa-t 

6.00 6.00 
5.50 IaYr. T-Note Meld. 5.50 
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U.S.  Treasury Yield Curve 
A6 of weekended Octaber26.2013 
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The table beIow contains results o f  our semi-annual long-range CONSENSUS survey. There are also Top 10 and Bottom 10 averages 
for each vmiable. Shown are estimates for the years 2015 through 2019 and averages for the five-year periods 2015-2019 and 2020-2024. 
Apply these projections cautiously. Pew economic, demographic and political forces can be evaluated accurafely over such long time spans. 

Jntcrea t Rates 
1. FederalFunds h t e  

Z Rirue Rate 

3. D O R  3 x 0 .  

4. CommercialPapcr, I-Mo. 

5. Treasury Bill Yield, 3Mo. 

6. Treasury Bill Vield, 6-Mo. 

7. Treasury Bill Yield, I-M. 

8. Treasury Nbte Vield, 2-M. 

10. Treasury Note Yield, 5-Yr. 

11, Treasury Note Yield, lO-Yr. 

12.Trc.asury Dond yield, 30-Yr. 

13. Cxporate AaaBond Yield 

13. Corporate BaaBond SeId 

14. State &Coca1 Bonds Yield 

15. Horn Mortgage Rate 

* , -  ... - 
A. FRW-'lh$oorCurrency Index 

B. Real GDP 

C. GDP Chained Price Index 

D. CotisumrPrice Index 

CONSIBISUS. 
Top 10 Average 
Bottom IOAverage 

Top 10 Average 
Bottom 10 Average 

Top 10 Average 
Battom IOAverage 

Tap 10 Average 
Bottom IOAvcmgc 

Tap 10 Average 
Botlom IO Average 

CONSINSUS , 

CONSFNSUS 

CONSENSUS 

CONSmsUS 

CONSENSUS 

. . Top 10Average 
Ebttom 10 Average 

Tap 10 Average . 
Bottom IOAverage 

Top 10 Average 
Bottom 10 Average 

Top 10 Average 
,Bottom IOAverage 

Top IOAverage 
Battomlo Average 

CONSENS US 

CONSENSUS 

CONSENSUS 

CONSENS US 

CONSEVSUS 
,.. Top 10Average 

Bottom 10 Average 

Top IOAvemge 
Battom 10Average 

Tap IO Average 
Bottom IOAvemge 

Top 10 Average 
Bottom 10Avernge 

Top 10 Average 
Bottom 10 Avenge 

Top 10'Average 
Bottom IOAverage 

CONSENSUS 

CONSENSUS 

CONSENSUS 

CONSEWUS 

CONSENS US 

CONSlDSUS 
Top lOAverage 
Bottom 10Avcrege 

Top IOAvcrage 
Bottom IOAverage 

CONSENSUS . 
Top 10 Average 
Bottom 10 Average 

CONSENSUS 

-Awrage Wor The Year-- Rve-Year Awrsges 
2QL5 2016 2018 2015-2019 2020-2024 

0.8 2-0 3.1 3.6 3.9 2.7 3 -8 
. 1.6 3.4 4.3 4.4 4.6 3.7 4.6 

0.2 0.8 1.7 2.5 3.1 1.7 2.9 
3.9 5-1 6.1 6.6 6.9 5.7 6.8 
4.7 6.5 7.3 7.6 7.6 6.7 7.5 
3.3 3.9 4.8 5.5 6.1 . 4.7 6.0 
1.1 2.4 33  3.9 4.1. 3.0 4 .I 
2.0 . 3.8 4.6 - 4.8 4.9 4.0 4.9 
0.5 1.1 2.0 2.8 3.3 1.9 3 .O 
1.0 2.3 3.2 ' 3.7 3.9 2.8 .3*7 
1.7 3.4 4.3 4.5 4.6 3.7 4.5 

0.9 2.0 3.1 3.5 '3.8 2.7 3.7 
1.7 3.4 4.3 4.5 4.6 ' 3.7 4.5 
0.2 .0.8 1.7 2.4 2.9 1.6 27 
1.0 2.2 3.2 3.7 3.9 2.8 3.9 
1.8 3.5 4.4 4.7 4.7 3.8 . 4.6 
0.3 1.0 1.8 2.6 3.0 ' 1.7 2.8 
1.2 2.4 3.3 3.8 4.0 2 9  4.0 
2.1 3.6 4.5 4.8 4.9 4.0 4.8 
0.4 1.1 1.9 2.7 3.1. 1.9 . 3.0 
1.6 2.7 3.6 4 -1 4 3 3.2 4 2  

4.7 5.0 5.1 4.2 ' 5.0 2 4  3.8 
0.8 1.6 2.4 3.0 3.3 22 3.1 
2.3 3.3 4.1 4-4 4.6 3.8 . 4 5  
3.2 4.4 5.1 5.3 5.5 4.7 5.3 
1.5 23 3.1 3.4 . 3.6 2.8 3.5 
3.2 4.1 4.6 4.9 5.0 4 A 4 9  
4.0 5.0 5.5 5.8 5.9 5.3 5.7 
2.5 3.2 3.6 3.8 4.0 3.4 4.0 
4.2 4.8 5.4 5.6 5.7 53 ' 5.6 
5.0 S.9 6.4 6.6 6.8 6.1 6.5 

' 4.9 5.s 6.0 6.2 6 3  5.8 . 6 5  

I 0.5 1.2 2 1  2.8 y ,  3.1 1.9 2.8 

3.5 3.9 4.4 . 4.6 4.7 4.2 4.7 

4.1 4.5 5.1 5.3 5.4 -4.9 5.4 

6.6 7.6 8.0 8.3 8.5 7.8 8.3 

5.6 6 5  7.0 7.1 7.3 6.7 . 7.1 

5.8 6.6 7.1 7.4 7.5 6.9 : ?a. , 

5.1 5.6 6.2 . 6.4 6.5 5.9 6.5 
4.4 5.1 5 5  5.6 5.7 5.2 5.6 
5.2 6.1 6.5 6.5 6 6  6.2 6.4 
3.8 4.1 4.6 4.7 4.9 4.4 4.8 
4.8 5.6 6.2 6.4 '6.5 ' 5.9 . 6.5 
5.7 6.6 7.1 7.4 7.4 6.8 7.3 
4.1 4.6 5.1 5.4 5.5 5.0 5.5 

78.6 79.1 79.3 79.6 79.6 79 2 80.0 
82-7 83.7 84.7 85.2 85.3 84.3 85.9 
74.4 74.2 73.9 73.9 74.1 74.1 74.2 

--Year-Over-Ycar, '!A Change- hve-year Averages 
anas 2.!2.€6 m 2gJ& rn 2015-2019 2020-2024 
3.0 2.9 2.8 2.7 2.6 2.8 . 2.5 . 
3.5 3.3 3.2 3.1 3.1 3.2 2 9  
26 2.6 2.4 2.3 2.3 2.4 22 
2.1 2.1 2.2 2 3  2 2  2.1 2 2  
2.4 2.5 2.6 2.6 2.6 2.5 25 
1.6 1.7 1.8 1.8 1.8 1.7 . 1.9 

1.8 1.9 1 .a 1.9 20 1.9 2.0 

23 2.4 2.4 2.4 2.4 2 A 2.4 
2.7 2.8 2.9 2.9 2.9 28 2.8 
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EPCOR Water An'zona, Inc. 
Derivation of Mean Equity Risk Premium Based on a Study 

Usinq Holdina Period Returns of Public Utilities 

Over A Rated 
Moody's Public Utility 

Bonds - AUS 
Consultants Study (11 

Arithmetic Mean Holding Period Returns on 
the Standard & Poor's Utility Index 1928- 
2012 (2): 10.69 % 

Arithmetic Mean Yield on Moody's A Rated 
Public Utility Yields 1928-2012 (6.531 

Historical Equity Risk Premium 4.16 % 

Forecasted Equity Risk Premium Based on 
P R P M ~ ~  (3) 5.24 

Average of Historical and PRPMTM Equity 
Risk Premium 4.70 % 

Based on S&P Public Utility Index monthly total returns and Moody's Public 
Utility Bond average monthly yields from 1928-2012, (AUS Consultants, 2013). 

Holding period returns are calculated bbsed upon income received (dividends 
and interest) piusthe relative change in the market value of a.securihJ over a 
0ne-ye.a: holding period. 

.. ne'Predictive Risk Premium Model (PRPMTM) is applied to the risk Premium of 
th'e monthly total returns of the S&P Utility Index and the monthly yields on 
Moody's A rated public utility bonds from 1928 - 2012. 

i 



1 

. . : I  1 ::'. ... . I i .. . -,..:'. ..:. ..... ! _. ...... . . . ' i i .. ':I. . . 1 ..:i.. ......... . . . *  , , .,7..:.- .:. , . , . . .  

Exhibit PMA-DT 2 
Schedule 8 
Page 1 of 2 

EPCOR WaterArizona. Inc. 
Indicated Common Equity Cost Rate Through Use 

of the Traditional Caoital Asset Pricinq Model (CAPM) and Empirical Caoital Asset Pricinq Model fECAPMl 

Proxy Group of Nine Water Companies 

American States Water Co. 
American Waterworks Co., Inc. 
Aqua America. Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
York Water Company 

Average 

Median 

Value Line 
Adjusted 

Bets 

0.70 
0.65 
0.60 
0.60 
0.65 

. 0.75 
0.70 
0.85 
OJQ 

0.69 

0.70 - 

Market Risk 
Premium (I) 

7.61 % 
7.61 
7.61 
7.61 
7.6 1 
7.61 
7.6 1 
7.61 
7.61 

Risk-Free 
Rate (2) 

4.31 % 
4.31 
4.31 
4.31 
4.31 
4.31 
4.31 
4.31 
4.31 

Traditional 
CAPM Cost 

Rate (3) 

9.64 % 
9.26 

0.88 
9.26 

9.64 
10.78 
9.64 

9.55 % 

9.64 % 

8.00 

10.02 

- - 

Indicated 
ECAPM Common 

Cost Rate Equity Cost 
(4) Rate (5) 

10.21 % 
9.92 
9.64 
9.64 
9.92 

10.49 
10.21 
11.06 
10.21 

10.14 % 9.85 % 
__I 

10.21 % 9.93 % - 
See page 2 for notes. 
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EPCOR Water Arizona Inc. 
Development of the Market-Required Rale of R e k  on Cbmmon Equity U&g 

the Capital Assel Pridng Model fcf 
the Proxy Group of Nine Water Companies 

Adiusled lo Refled a Forecaded Risk-Free Rate and Market Relurn 

Exhibit PMA-DT 2 
Schedule 8 
Page 2 of 2 

Noles: 

(1) Forreasons explainedin Ms.Ahem's acmmpanying dlrecltestimony,fromthe 13weeksendinq Novemberl,PO13,Value 
Line Summaw& Index, aforecasled 3-5 year lot4 annual market return of 10.27% can be derived by averaging the 13 
weeks ending November 1. 2013 forecasted total 3-5 year total appredallon, mnveiting it into en annual market 
appfeclalion and adding the Value Line average forecasted annual dividend yield. 

Theaverage 3-5 yearestimated median total market appreciation 01 37% produces afour-year average annual return of 
8.19% ((1.37'4 - 1). W e n  the average annualforecasteddi~dendyield of208% $added, e lolalaveregemarketrelurn 
of 10.27% (2.08% + 8.19%) is derived. 

The 13 weeks ending November 1, 2013 forecasted total market return of 10.27% minus the risk-free rale of 4.31 
(developed in Note 2) is 5.96% (10.27% - 4.31%). 

The Predictive RiskPremium Model (PRPMN) market equlty risk Wemiurn of lO.32lis derived by applying the PRPMT' to 
(he monlhly equtlyrisk premium ofiarge company common stocks over the income relurn on long-term U.S. Government 
Securiilies from January 1926 through Septembw2013. 

The Morningstar, lnc. (Ibbotson Assodatos) calculated artthmelic mean monthly market equity risk premium of 6.55% for 
. the period 1926-2012 results fmm a total market relurn of 11.83%%less thearithmeticmean income return on long-term 

US. Government Securities of 5.28% (11.83% - 5.28% = 6.55%). 

Theselhree erpedaiional riskpremiums areIhenaveraged. resuJtinpi~S751% market eqully tiskpremium,which Is lhen 

Forreasons explainedin Ms.Ahern'sdired testimony. the risk-free rate thalMs. Mern  re1iesqponforherCAPM analysis 
islhe average forecast of Bayear Treasury Note yields per the consensusof nearly 50 emnomists reported in lhe& 
Clda'Finandal Forecasts dated June 1 end November I, 2013 (6ee pages 9 B 10 of Exhibit PMAJ).The estimates are 
detailed below: 

. .. . .- . .  _.. .- . ... 

. .  . I .  - mulllplied bythe belaln column 1 of page 1 ofthl's Schedule. ((5.96% *lU.32% +6.55%)/o). *'.' . ... . 
(2) 
. 

L .  

- ~O-Year 
Treasuw Note Yidd 

Fourth Quarter 2013 3.70% 
First Quarler2014 3.80% 
Second Quarter2014 3.90% 

Fourth Quarter 2014 4.1056 
Firsl Quarler 201 5 4.20% 
2015 - 2019 5.20% 

Third Quarter 2014 p.0096 

2020-2024 . '5.6096 

Avemge 

(3) The traditional Capltai.Assei mung Model (CAPM) is applied using the following formuls: 

Rs= RF + P (Ru-RF) 

M e r e  & = Return rate of common stock 
RF = Risk Free Rale 
p =Value Line Adjusted Beta 
RM = Return on the market as awhole 

(4) The empltiml CAPM Is applied using the follanrlng formula: 

Rs=RFt .25 (RM *RF )+.75p (%I - RF ) 

Where RE = Return rale of common stock 
RF = Risk-Free Rate 
p = Value !in6 Adjusted Beta 
& = Return on !he market as awhole 

Source of Information: Value Line Summary 8, Index 
Blue ChlDFlnandal Forecasts, June 1 &November I, 2013 
Valueline investment Survey. (Standard Edilion) 
2013 lbbalsonU SEWa ValuationYearbook, Morningslar, Inc., 2013. Chicago. IL 



EPCDR Wafer Arizona. Inc. 
Derlvalion of Investment Rlsk Adiusimant 8ased.upon 

lbbotson Assoclatas' Size Premla b r  the OecRe Po~I&lbs of lhe NYSOAMEXINASDAQ 
. 

1 

Markef Capitalizallon on October 

(rnllilons) (Ilmes larger) 
I_ Llne No. 31,2013(1) 

I .  EPCOR WalerArizona, Inc. 

a. Based Upon the Proxy Group o f  Nine Waler Companles f 330.890 

2. Proxy Group of Nine Water Companlas '5 1,740.0a2 6.1 x 

! 
Dadle - 

. Lamest I 
Z 
3 
4 
5 
6 

. 7  
. 6  

9 
Smallesl 10 

Nates: 

Number of 
Companies 
( millions ) p 

I .  

I 73 
193 

' 1.87 
202 
205 
234 
,317 
329 
466 
1068. 

h - 3 

Applicable Declle of 
Ihe NYSNAMEW Applicable Slze 

NASDAQ (2) Premium 13) 

9 2.70% 

6 1.72% 

Recent Average 

( rnlllions ) 

RecentTolal Market Market 
CapRalltation CapiiaUzah'on 

( mlllfonr ) 

I 10,255,341.469 S 53,279.430 
2,219,118.648 5 11.498.024 

. 1,072,861.025 t 5,737925 
695,897.336 $ 3,445,038 
473,139,960 5 2,307,997 
377,485.205 6 1,613.185 

. '214,084258 I 650.712 
166,708.095 $ 367.743 
107,517.620 $ 100.672 

32~,504.73a s 1.033.447 

4 

Spread horn 
Applicable Slze 
Premtum for (4) 

0.96% 

(E) 

Size Pmmlum 
(Return In 
Excess Of 
CAPM) (2) 

'From lbbotson 2013 Yearbook 

-0.37% 
0.76% 
0.92% 
1.14X .. 
1.70% 
1.72% 
1 *73% 
2.46% 
2.70% 
6.03% 

I g I 
(1) From Page 2 oilhls Schedule. 
(2) Gleaned fmm Column (0) on the buttorn of lhls page. The appropriate decile (Column (A)) corresponds to the 

market capUaltzaUon bftne proxy gmup, whlch is IOmd in calumn 1. 
(3) Carrespondlng rlsk pmrnlum to the decile la  pmvldsd on Column (E) on the bottom ihls page. 
(4) Llne No. l a  Column 3 - Ltne No. 2 Column'J and Llne No. Ib, Column 3 - Line No. 3 af Column 3 etc.. For 

example. Ihe 0.98% In Column 4, Line No. 2 is derived as follows 0.98% = 2 p  ~ 1.72%. 

w 

g - 0  -t 
N l O N  

v f n ~  %2 
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EPCORWaterMmne, Inc. 
Manel Capllalhallon 01 EPCOR WaterPdmna: In+ and 

!he prow Qmm d M n s  w a b r c a m o ~  

2 3 - 

EPCOR Waler Arirona, lnc. NA N n 5  t00.704 (41 NA 

Bascd Upnn Ihs P m y  GmYp lrlNhs Walcr 
Cornpanlss 211.5 % (5) -539.88081 

38.474 5 11.015 3 454679 S 18.480 241.0 X S 1,095.752 
4 . 4 4 4 . m  I 42.870 170.1 S 7.507.476 

318.4 5 4.Hl.766 
176288 5 25.116 I 
175.209 I 7.909' 5 1.385.704 5 18.i80 

Pmiy Gmup 01 Nlne Wlar Cornpsnlss 
~mcr ican SIaIns Waterca 
Amerfcan Walsr Mrk)  Go.. bc. 
Aqua I\morics. Inc 
Mastan Rarouress Corp. 
Calltomia Walslar SaNics Gmup 
conncoucut mterse(Y(Ce,tnc. 
Mlddksax Wale? GDmpany 
SJW Co~amila11 
Ymh Walor company 

151.9 S 179,492 

106.121 I 92.060 188.4 S 350.611 la939 5 17014 S 
180.3 5 327.430 15,756 5 11.499 I 181.552 S 20.750 

274.604 I 20.230 18.671 S 14.708 3 
260.0 I 267.545 99.826 5 20.710 

7.038 I 15.07~ I 118.100 3 22.800 
41.806 I 11.34 5 473,712 S 21.800 ie2.v s 913.5~9 

(91.8 627,070 
12.919 s 7.727 6 

marage 

1 

..i. 

. I .  
, 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCKET NO. W-01303A-14-001O 

Ms. Ahern’s rebuttal testimony responds to certain aspects of the direct testimony of 
ACC Staff Witness John A. Cassidy, RUCO Witness Robert B. Mease, SCWC Witness 
James S. Patterson, and The Resorts Witness John S. Thornton, Jr. on the following 
issues: 

Common Equity Cost Rate 
Ms. Ahern also provides evidence that both Mr. Cassidy’s and Mr. Mease’s single- 
stage Discounted Cash Flow model results, 8.6% and 8.74%’ respectively, significantly 
understate the investors’ required return when applied to an original cost less 
depreciation rate base, Le., book value. In addition, Ms. Ahern’s rebuttal testimony 
provides evidence in support of the exclusive reliance upon security analysts’ forecasts 
of growth in earnings per share (,,EPS) in contrast to the various historical and 
projected growth rates used by both Mr. Cassidy and Mr. Mease. As noted in Ms. 
Ahern’s testimony, these forecasts are reasonable indicators of investor expectations 
and are more accurate than forecasts that rely on historical growth. Mr. Cassidy‘s and 
Mr. Mease’s cost of common equity analyses will be discussed in further detail below. 

Ms. Ahern also points out that Mr. Patterson’s comments regarding a small size 
premium should be disregarded. Finally, Ms. Ahern demonstrates that Mr. Thornton’s 
discussion of expected returns on the market of 8.8% - 9.1% are not consistent with the 
expected returns on the market of 12.05%, 10.24% and 14.35% relied upon by Ms. 
Ahern in her updated common equity cost rate analysis. 

Credit Risk Adjustment 

As noted in her rebuttal testimony, Ms. Ahern explains that neither Mr. Cassidy nor Mr. 
Mease included an adjustment to reflect the greater credit risk of the Company, as 
evidenced by its likely bond rating of Moody’s A3 / S&P A- as indicated by EPCOR 
Utilities upgraded S&P bond / credit rating of A-, notwithstanding the level of common 
pquity. An indication of the magnitude of such an adjustment is 0.24 basis points. 

Business Risk Adiustment 
Ms. Ahern also explains that neither Mr. Cassidy nor Mr. Mease included an adjustment 
to reflect the greater business risk of the Company, as evidenced by its smaller size 
relative to the water utilities upon whose market data their respective recommended 
sommon equity cost rates were based, Based upon her analysis, Ms. Ahern supports a 
sonservative adjustment of 30 basis points based upon the size of the Company. 

Mr. Cassidv’s Common Equity Cost Rate 
vls. Ahern provides evidence that Mr. Cassidy’s exclusive reliance upon the common 
3quity cost rate Discounted Cash Flow Model (,,DCF”) is inconsistent with the Efficient 
Market Hypothesis (,,EM,”) upon which the DCF is predicated. Consistent with the 
ZMH, multiple cost of common equity models should be relied upon. 
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Thus, Mr. Cassidy’s exclusion of the Capital Asset Pricing Model (“CAPM”) in this 
proceeding is not only inconsistent with Staffs previous position but with the EMH upon 
which his DCF analysis is predicated. Ms. Ahern provides evidence that the rationale 
Mr. Cassidy used for not relying upon a CAPM analysis in this proceeding is applicable 
as well to the DCF model when he stated that “forecasted dividend yields [are] 
continuing to remain at low levels” resulting in abnormally low DCF cost of common 
equity estimates. 

Likewise, Mr. Cassidy’s rationale for using a group of sample utilities, that a group of 
utilities can reduce the sampling error in the estimation of common equity cost rate, can 
also be applied to the use of multiple models which also reduces the sampling error 
from the application of a single cost of common equity model, e.g. the DCF. 

Ms. Ahern‘s testimony, both this rebuttal and her direct, provide evidence that upward 
credit risk and business risk adjustments to the common equity cost rate based upon 
and small size as discussed below. Mr. Cassidy did not include such adjustments. 

Properly including these adjustments, coupled with a properly applied CAPM analysis 
and a properly applied DCF analysis based upon Mr. Cassidy’s DCF results in a 
10.34% common equity cost rate, only slightly higher than her updated common equity 
cost rate of 10.25% discussed below. Adding Mr. Cassidy’s 60 basis points upward 
economic assessment adjustment to the risk-adjusted corrected common equity cosi 
rate of 10.34% results in a 10.94% common equity cost rate, for a range of 10.34% - 
10.94% with a midpoint of 10.64%. 

Mr. Mease’s Common Equitv Cost Rate 
Ms. Ahern’s rebuttal testimony also provides evidence which indicates that Mr. Mease’s 
application of the Capital Asset Pricing Model (“CAPM”) is flawed in several respect: 
and therefore should not be relied upon. Mr. Mease’s CAPM is flawed because: 

1) He has incorrectly relied upon an historical risk-free rate despite the fact that bott 

2) He has incorrectly calculated his market equity risk premium by relying upon: 

ratemaking and the cost of capital are prospective; 

a. The historical total return on US. Treasury securities; and, 

b. Not employing a prospective or forward-looking equity risk premium, 
EWAZ’ likely bond rating and small size as discussed below. Mr. Mease 
did not include such adjustments. 

Properly including these adjustments, coupled with a properly applied CAPM analysk 
as well as Mr. Mease’s DCF and Comparable Earnings (‘CE’’) analyses results in c 
10.33% common equity cost rate, only slightly higher than her updated common equio 
cost rate of 10.25% discussed below. Adding Mr. Cassidy’s 60 basis points upwarc 
economic assessment adjustment to the risk-adjusted corrected common equity cos 



I 

2 

3 

4 

5 

6 

7 

a 
9 

I O  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

EPCOR Water Arizona, Inc. 
Rebuttal Testimony of Pauline M. Ahern 
Docket No. WS-O1303A-14-0010 
Page vi 
rate of 9.79% results in a 10.39% common equity cost rate, for a range of 9.79% - 
10.39% with a midpoint of 10.09%. 

Updated Common Equitv Cost Rate 

Finally, Ms. Ahern's rebuttal testimony provides an updated common equity cost rate of 
10.25%. Adding Mr. Cassidy's 60 basis points upward economic assessment 
adjustment to the updated common equity cost rate of 10.25% results in a 10.85% 
=ornmon equity cost rate, for a range of 10.25% - 10.85% with a midpoint of 10.55%, 
which Ms. Ahern opines is a reasonable common equity cost rate for EWAZ in the 
current economic and capital market environment. 
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What is the purpose of your testimony? 

The purpose is to provide testimony on behalf of EPCOR Water Arizona, Inc. 

(“EWAZ” or “the Company”) in rebuttal to certain aspects of the direct testimony 

of John A. Cassidy, Witness for the Staff of the Arizona Corporation Commission 

(the “ACC” or ”the Commission”); the direct testimony of Robert 9. Mease 

witness for the Residential Utility Consumer Office (“RUCO”); the direct testimonq 

of James S. Patterson, witness for the Santa Cruz valley Citizens’ Counci 

(“SCWC”); and, the direct testimony of John S. Thornton, Jr. witness fo 

Sanctuary Camelback Mountain Resort & Spa, JW Marriott Camelback Inn, anc 

Omni Scottsdale resort & Spa at Montelucia (“The ResoTts”). With regard to Mr, 

Cassidy’s testimony, I will address his application of the Discounted Cash Flovl 
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EPCOR WATER ARIZONA, /NC. 

NTRO DU CTlON 

3. Please state your name, occupation and business address. 

4. My name is Pauline M. Ahern. I am a Partner with Sussex Economic Advisors, 

LLC. My business address is 161 Worcester Road, Suite 503, Framingham, MA, 

01701’. 

Are you the same Pauline M. Ahern who provided direct testimony in this 

case? 

3. 

4. Yes. 

WRPOSE 

Q. 

4. 

I joined Sussex Economic Advisors, LLC in January 201 5. 
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Model (“DCF”). With regard to Mr. Mease’s testim ny, I will address h is  

applications of the DCF, the Capital Asset Pricing Model (“CAPM”) and 

Comparable Earnings Analysis (‘ICE). I will also address the failure of both Mr, 

Cassidy and Mr. Mease to reflect the greater business risk faced by the 

Company d u e  to its small size relative to their respective proxy water utilities. 

Next, 1 will respond to comments on the Company’s testimony by Messrs. 

Cassidy, Mease, Patterson and Thornton. Finally, I will provide a n  update of my 

original rate of return analysis 

Have you prepared an exhibit which supports your rebuttal testimony? 

Yes.  It has been designated as Exhibit PMA-RT 1 and  consists of Schedules 1 

through 9. Unless otherwise specified all schedule references will be to 

schedules in Exhibit PMA-RT I. 

lEVlEW OF ANALYSIS OF ACC STAFF WITNESS JOHN A. CASSIDY 

:OMMON EQUIR COST RATE 

SENERAL COMMENTS 

On pages 29 - 33 and 46 - 52 of h is  direct testimony, Mr. Cassidy spends a 

great deal of time discussing market-to-book ratios and their relationship 

to the cost of capital as well as commenting upon your discussion of 

market-to-ratios relative to the results of the  DCF model when such ratios 

differ from I .O. Please comment. 

Mr. Cassidy’s discussion on pages 29 - 33 makes it clear that he believes that 

there is a direct relationship between earned returns on book common equity, the 



I .  j I 
I , I 

r L 
1 1 

I 

2 

3 

4 

5 

6 

7 

a 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

I 9  

20 

21 

22 

23 

24 

25 

26 

27 

EPCOR Water Arizona, Inc. 
Rebuttal Testimony of Pauline M. Ahern 
Docket No. WS-0 1303A-14-00 10 

Page 3 of 60 

allowed return on book common equity and market-to-book ratios. The empirical 

research does not bear that out as will be discussed below. 

Second, on pages 46 - 52, Mr. Cassidy mischaracterizes my direct 

testimony. My direct testimony does not suggest that “cost of equity estimates 

derived from the DCF model should not be relied upon due to the market value of 

utility company common stock exceeding book value . . . and the prospect that 

they will continue to do so” as implied by the question posed by Mr. Cassidy on 

lines 18 - 21 on page 46 of his direct testimony. Rather, my direct testimony 

states that because the DCF model has a tendency to mis-specify the investor 

required return when market-to-book values are higher / less than 1.0, it is 

necessary to rely upon the results of multiple cost of common equity models to 

enhance the reliability and accuracy of the analysis. (see page 5,  lines 25 - 26 

and page 22, line I O  through page 26, line 15). 

a. 

4. 

What does the academic literature say about the relationship between 

allowed regulatory rates of return on common equity and utility market-to- 

book ratios? 

It is very clear from the academic literature that there is no such relationship, 

Phillips2 states the following: 

Charles F. Phillips, Jr., The Regulation of Public Utilities - Theorv and Practice, 1993, Public 
Utilities Reports, Inc., Arlington, VA, p. 395. 

! 



1 

2 

3 

4 

5 

6 

7 

8 

9 

I O  

I 1  

12 

13 

14 

15 

16 

17 

48 

19 

20 

21 

22 

23 

24 

25 

26 

27 

EPCOR Water Arizona, Inc. 
Rebuttal Testimony of Pauline M. Ahern 
Docket No. WS-0 1303A-14-00 10 

Page 4 of 60 

Many question the assumption that market price should equal 
book value, believing that ‘the earnings of utilities should be 
sufficiently high to achieve market-to-book ratios which are 
consistent with those prevailing for stocks of unregulated 
companies. 

While earnings per share (“EPS”) is a significant factor influencing market 

prices, it is by no means the only factor that affects market prices. Bonbright3 

recognizes as much when he states: 

9. 

4. 

In the first place, commissions cannot forecast, except within 
wide limits, the effect their rate orders will have on the market 
prices of the stocks of the companies they regulate. In the 
second place, whatever the initial market prices may be, they 
are sure to change not only with the changing prospects for 
earnings, but with the changing outlook of an inherently volatile 
stock market. Moreover, even if a commission did possess the 
power of control, any attempt to exercise it , . . would result in 
harmful, uneconomic shifts in public utility rate levels. 

Have you performed an analysis to determine the existence of a direct 

relationship between the market-to-book ratios of unregulated companies 

and their earned rates of return on book common equity? 

Yes. Since regulation acts as a surrogate for competition, it is reasonable to look 

to the competitive environment for evidence of a direct relationship between 

market-to-book ratios and earned returns on common equity (“ROE). To 

determine if Mr. Cassidy’s implicit assumption of such a direct relationship has 

any merit, I observed the market-to-book ratios and the ROES of the S&P 

Industrial Index and the S&P 500 Composite Index over a long period of time. 

On Schedule 1, I have shown the market-to-book ratios, rates of return on book 

common equity (earningslbook ratios), annual inflation rates, and the 

James C. Bonbright, Albert L. Danlelsen, and David R. Kamerschen, Principles of Public Utility - Rates, 1988, Public Utilities Reports, Inc., Arlington, VA, p. 334. 
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earnings/book ratios net of inflation (real rate of earnings) annually for the years 

1947 through 2013. In each and everv vear, the market-to-book ratios of the 

S&P Industrial Index equaled or exceeded 1.00 times. In 1949, the only year in 

which the market-to-book ratio was 1.00 (or loo%), the real rate of earnings on 

book equity, adjusted for deflation, was 18.1% (16.3% + 1.8%). In contrast, in 

1961 , when the S&P Industrial Index experienced a market-to-book ratio of 2.01 

times, the real rate of earnings on book equity for the Index was only 9.1% (9.8% 

- 0.7%). In 1997, the market-to-book ratio for the Index was 5.88 times, while the 

average real rate of earnings on book equity was 22.9% (24.6% - 1.7%). 

This analysis clearly demonstrates that competitive, unregulated 

companies have never sold below book value, on average, and have sold at 

book value in only one year since 1947. The data show that there is no 

relationship between earnings/book ratios and market-to-book ratios. 

Because this lack of a relationship between earnings/book ratios and 

market-to-book ratios covers a 68-year period, 1947 through 2013, it cannot be 

validly argued that going forward a relationship would exist betweer 

earnings/book ratios and market-to-book ratios. The analysis shown or 

Schedule 1 coupled with the supportive academic literature, demonstrate the 

following: 

1. That while regulation is a substitute for marketplace competition, i 

can influence but not directly control market prices, and, hence 

market-to-book ratios; and, 
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2. that the rates of return investors expect to achieve and which 

influence their willingness to pay market prices well in excess of book 

values have no meaningful, direct relationship to rates of earnings on 

3. 

4. 

book equity. z 
Mr. Cassidy states that it is “reasonable” to conclude that yy% have 

“intentionally” tried to keep my “DCF estimated cost of equity low to 

enhance” yo r “assertion that cost of equity estimates derived from the 

DCF model not be  relied upon in this proceeding.” Please comment. 
Yj 

Such a contention is seriously flawed. First, as stated previously, I do not state in 

my testimony that the results of a DCF analysis should not be relied upon. In 

fact, if my DCF estimate of 8.37% shown on page 1 of Schedule 1 of Exhibit 

PMA-DT 2 were not relied upon, the average and median cost of common equity 

result would be 10.59% and my recommendation would then become 10.80%. It 

is because the 8.37% DCF estimate is part of the calculation of the median of 

9.93% that my recommendation is 10.70% and not 10.80%. Second, even if any 

of Mr. Cassidy’s restatements of my DCF results using DI, or the full growth rate 

instead of one-half the growth rate, as derived on Exhibits JAC-A and JAC-B, 

which range from 8.45% to 8.95%, were to have been included on Schedule I of 

Exhibit PMA-DT 2 as my DCF estimate, the median would still be 9.95% and my 

recommended common equity cost rate would be 10.70% because the DCF 

results are the low-end outliers. In addition, using the average of the DCF, RPM 

and CAPM, but substituting Mr. Cassidy’s range of restated DCF estimates 

would result in a range of indicated common equity cost rates of 9.87% - 10.04%’ 

with a midpoint of 9.96%. And, my range of risk-adjusted common equity cos1 

rate would have been 10.61% - 10.78%, with a midpoint of 10.69%, which when 
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rounded to 10.70% equates to my original recommended common equity cost 

rate. Even an 8.95% DCF estimate underestimates the investor required return 

because the market-to-book ratios of water utilities are greater than 1 .O. 

GI. 

4. 

You previously mentioned the DCF’s tendency to understate the investors’ 

true required return in a market environment where market-to-book ratios 

significantly exceed one. Why does the DCF model mis-specify investors’ 

required return rates when the market value of common stock differs 

significantly from its book value? 

Market prices form the basis of investment decisions and investors‘ expected 

rates of return. Nonetheless, in most jurisdictions, including Arizona4, a 

regulated utility is limited to earning a return on its net book value (depreciated 

original cost) rate base. When the market value of assets diverges significantly 

from their book value, a market-based DCF cost rate applied to the book value 01 

common equity, is., rate base, will not produce investors’ expected  return^.^ Ir 

this regard, I agree with Dr. Morin’s explanation in New Reaulatow Finance 

(2006)? 

The third reason and perhaps most important for caution and 
skepticism is that application of the DCF model produces estimates 
of common equity cost that are consistent with investors’ expected 
return only when stock price and book value are reasonably similar, 
that is when the MIB is close to unity. As shown below, application 
of the standard DCF model to utility stocks understates the 

‘ Although Arizona is a fair-value rate base state, in this proceeding RNA2 is maintaining that its 
book value rate base is equal to its fair value rate base. Therefore, the authorized return on 
common equity will be applied to EWAZ’s book value rate base. 
Market values can diverge from book values for a myriad of reasons including, but not limited to, 
EPS and DPS expectations, merger I acquisition expectations, interest rates, etc. 
Roger A. Morin, New Resulatorv Finance (Public Utility Reports, Inc., 2006) 434. 
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investor's expected return when the market-to-book (M/B) ratio of a 
given stock exceeds unity. This was particularly relevant in the 
capital market environment of the 1990s and 2000s where utility 
stocks were trading at  M/B ratios well above unity and have been 
for nearly two decades. The converse is also true, that is, the DCF 
model overstates that investor's return when the stock's M/B ratio is 
less than unity. The reason for the distortion is that the DCF market 
return is applied to a book value rate base by the regulator, that is, 
a utility's earnings are limited to earnings on a book value rate 
base. 

Despite the turmoil in capital markets over the last several years, utility stocks 

continue to trade a t  market-to-book ratios well above unity. Indeed, as shown on 

page 2 of Schedule 5 of Exhibit PMA-DT-2, Le., the average market-to-book 

ratios of water utilities ranged from 139% to 166% from 2008- 201 3. 

Mathematically, the DCF model understates investors' required return rate 

when market value exceeds book value and overstates them when market value 

is less than book value because, in many instances, market prices reflect 

investors' assessments of long-range market price growth potentials (consistent 

with the infinite investment horizon implicit in the standard regulatory version of 

the DCF model) not fully reflected in analysts' shorter range forecasts of future 

growth for earnings per share (EPS) and dividends per share (DPS) and other 

accounting proxies. This indicates the need to better match market prices with 

investors' longer range growth expectations which are embedded in those 

prices. The understaternent/overstatement of investors' required return rate 

associated with the application of the market price-based DCF model to the 

book value of common equity clearly illustrates why reliance upon a single 

common equity cost rate model should be avoided. 
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Thus, a mismatch results in the application of the DCF model as market 

prices reflect long range expectations of growth in market prices (consistent with 

the presumed infinite investment horizon of the standard DCF model), while the 

short range forecasts of growth in accounting proxies, Le., EPS and DPS, do not 

reflect the full measure of growth (market price appreciation) expected in per 

share market value. 

Therefore, in an attempt to emulate investor behavior, neither the DCF nor 

any single common equity cost rate model should be relied upon exclusively in 

determining a cost rate of common equity and the results of multiple costs ol 

common equity models should be evaluated. Moreover, as previously discussed 

the use of multiple cost of common equity models adds reliability to the 

estimation of the investor-required cost of common equity by moderatins 

potentially abnormal results from any single model. 

Can the understatement of the high end of the range of Mr. Cassidy’s 

restatement of your DCF results of 8.95% be demonstrated mathematically 

when applied to a depreciated original cost rate base or book value? 

Yes. The high end of Mr. Cassidy’s restatement of my single-stage DCF result o 

8.95% equity cost rate is based upon an average dividend yield for his sample 

water utilities of 3.20%7 plus a growth rate of 5.75% as shown on Exhibit JAC-B 

However, as demonstrated on Schedule I, EWAZ would have no opportunity tc 

earn the 8.95% market-based rate of return. In this example, the average marke 

price per share is $26.99 and the average book value per share is $13.57 

, Does not equal the 3.19% dividend yield shown on Exhibit JAC-B, likely due to rounding. 
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Under these circumstances, the 8.95%, market-based cost rate implies an 

annual return of $2.416 consisting of $0.864 in dividends and $1.552 in growth 

(market-price appreciation). However, application of the 8.95% return rate to 

book value ($13.57), produces an opportunity to earn a total annual return of just 

$1.215. With annual dividends of $0.864, the utility could reasonably expect 

market-price appreciation of $0.351, or only 1.26%. In other words, there is no 

possible way to achieve the expected growth of $1.552 (5.75%) related to an 

average market price of $26.99 absent a huge cut in annual cash dividends. If 

the converse situation exists (market prices substantially below their book 

values), a market-based DCF cost rate applied to the book value of common 

equity would overstate the cost rate. 

Q. 

4. 

Do you agree with Mr. Cassidy’s recommended common equity cost rate of 

9.2%? 

No. Mr. Cassidy’s common equity cost rate of 9.2% relies upon the results of his 

DCF analyses. Mr. Cassidy did not use the CAPM in this proceeding. Mr. 

Cassidy discusses his reasons for not using a CAPM analysis on page 4, line 25 

through page 6, line 5, concluding that because the “low interest rate 

environment engineered by the Fed has compelled investors to seek out higher 

yields on investment wherever they may be found, resulting in the equity markets 

having recently achieved new all-time highs5 (footnote Omitted) and “forecasted 

dividend yields continuing to remain at low levels.6u (footnote . . . have led to 

unusually low cost of equity estimates being obtained from the CAPM model” 

which in Staff’s judgment “should not be given their traditional weighting for 

purposes of setting rates until such time that market conditions changes7 
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However, because forecasted dividend yields have fallen to new lows due 

to high market valuations, the same can be said for the DCF, namely that it 

should not be relied upon exclusively in today's capital market and economic 

environment. However, using informed expert judgment relative to the CAPM's 

components, it is possible to use a properly applied CAPM analysis which 

reflects more normal economic and capital market conditions as I have done in 

both my direct testimony and updated common equity cost rate analysis 

discussed at the end of this testimony. 

In addition, as stated in my direct testimony at page 5, lines 23 - 26, jusi 

as "the use of the of the market data for the proxy group adds reliability to the 

informed expert judgment used in arriving at a recommended common equitl 

cost rate, the use of multiple common equity cost rate models also adds reliabilit) 

when arriving at a recommended common equity cost rate." This is another way 

of saying that sampling'error from the application of a single cost of comrnor 

equity model, e.g., the DCF, can be  reduced through the use of multiple models 

Mr. Cassidy agrees at lines I 9  and 20 on page 23 of his direct testimony that the 

use of a proxy or sample group reduces "the sample error resulting from random 

fluctuations in the market at the time the information is gathered", yet he did no 

apply this concept when relying exclusively upon the DCF model, albeit, twc 

versions of the DCF. 

Moreover, by placing exclusive weight on the results of the application c 

the DCF, Mr. Cassidy's methodology is inconsistent with the Efficient Markc 

Hypothesis (IIEMH") upon which the DCF is predicated. Giving exclusive weigk 

! : ' I 
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3. 

4. 

to a DCF derived cost rate also exacerbz.s the DCF’s tendency to understate 

the investors’ true required return in the current market environment where 

market-to-book ratios significantly exceed one. In addition, such a cost rate does 

not adequately reflect the additional risk experienced by EWAZ due its implied 

lower credit 1 bond rating and to its smaller size relative to the companies in 

Staff‘s proxy group. 

W h y  is placing exclusive weight on the DCF inconsistent with the EMH? 

The DCF model utilized by Mr. Cassidy is market-based and therefore based 

upon the EMH since market prices are employed in its application. Both the 

CAPM and Risk Premium Model (“RPM”) are also based upon the EMH, 

pioneered by Eugene F. Fama’ in 1970 and the foundation of modern investment 

theory. According to the EMH, an efficient market is one in which security prices 

reflect all relevant information all the time. This implies that prices adjust 

instantaneously to new information, thus reflecting the intrinsic fundamental 

economic value of a security.’ 

The “semistrong” form of the EMH is generally held to be true because the 

use of insider information often enables investors to “outperform the market” and 

earn excessive returns in the short-run. The generally-accepted “semistrong” 

form of the EMH means that all perceived risks, based upon publicly available 

Fama, Eugene F., “Efficient Capital Markets: A Review of Theory and Empirical Work” (Journal of 
Finance, May 1970) 383-417. 

Brigham, Eugene F., Financial Manaaement - Theow and Practice, 
1985) 225. 

Ed. (The Dryden Press, 
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4. 

A. 

information, are taken into account by investors in the prices they pay for 

securities. In addition, investors are aware of such information, including bond 

ratings, discussions about companies by bond rating agencies and investment 

analysts, as well as the various cost of common equity methodologies (models) 

discussed in the financial literature and utilized in ratemaking. This means that 

no single common equity cost rate model should be relied upon exclusively in 

determining a common equity cost rate and that the results of multiple cost of 

common equity cost rate models should be taken into account. 

In addition, the academic literature indicates the need to rely upon 

multiple, independent cost of common equity models in arriving at a 

recommended common equity cost rate. 

Please describe this academic literature. 

Representative academic literature states the following. For example, Morin” 

states: 

Each methodology requires the exercise of considerable judgment 
on the reasonableness of the assumptions underlying the 
methodology and on the reasonableness of the proxies used to 
validate a theory, The inability of the DCF model fo accounf for 
changes in relative market valuafion, discussed below, is a vivid 
example of the potential shortcomings of the DCF model when 
applied to a given company, Similarly, the inability of the CAPM to 
account for variables that affect security returns other than beta 
tarnishes its use. (Italics added) 

No one individual method provides the necessary level of precision 
for determining a fair return, but each method provides useful 
evidence to facilitate the exercise of an informed judgment. 
Reliance on any single method or preset formula is inappropriate 
when dealing with investor expectations because of possible 

Roger A. Morin, New Reaulatorv Finance (Public Utility Reports, Inc., 2006) 428-431. 
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measurement difficulties and vagaries in individual companies' 
market data. 

. 

* * *  
The financial literature supports the u s e  of multiple methods. 
Professor Eugene Bri ham, a widely respected scholar and finance 
academician, asserts: Y (footnote Omitted) 

Three methods typically a re  used: (1) the Capital Asset Pricing 
Model (CAPM)., (2) the discounted cash flow (DCF) method, and 
(3) the  bond-yield-plus-risk-premium approach. These  methods 
a re  not mutually exclusive - no method dominates the others, 
and all a r e  subject to error when used in practice. Therefore, 
when faced with the task of estimating a company's cost of. 
equity, we generally use all three methods and then choose 
among them on the basis of our confidence in the data used for 
each in the specific case at hand. 

Another prominent finance scholar, Professor Stewart Myers, in 
an early pioneering article on regulatory finance, stated:2(fo0'n0te 
omitted) 

Use more than one model when you can. Because estimating 
the opportunity cost of capital is difficult, only a fool throws away 
useful information. That means you should not use any one 
model or measure mechanically and exclusively. Beta is helpful 
as o n e  tool in a kit, to b e  used in parallel with DCF models or 
other techniques for interpreting capital market data. 

Reliance on multiple tests recognizes that no single methodology 
produces a precise definitive estimate of the  cost of equity. As 
stated in Bonbright, Danielsen, and Kamerschen (1988), 'no single 
or group test or technique is conclusive.' Only a fool discards 
relevant evidence. (Italics in original) (Morin, p. 430) 

* * *  

While it is certainly appropriate to use the DCF methodology to 
estimate the cost of equity, there is no proof that the DCF produces 
a more accurate estimate of the cost of equity than other 
methodologies. Sole reliance on the DCF model ignores the capital 
market evidence and  financial theory formalized in the  CAPM and 
other risk premium methods. The DCF model is one of many tools 
to  b e  employed in conjunction with other methods to estimate the 
cost of equity. It is not a superior methodology that supplants other 
financial theory and market evidence. The broad usage of the DCF 
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methodology in regulatory proceedings in contrast to its vidual 
disappearance in academic textbooks does not make it superior to 
other methods. The same is true of the Risk Premium and CAPM 
methodologies. (Italics added) 

Brigham and Gapenski” state: 

In practical work, it is offen best to use all three methods - CAPM, 
bond yield plus risk premium, and DCF - and then apply judgment 
when the methods produce different results. People experienced in 
estimating equity capital costs recognize that both careful analysis 
and some very fine judgments are required. It would be nice to 
pretend that these judgments are unnecessary and to specify an 
easy, precise way of determining the exact cost of equity capital. 
Unfortunately, this is not possible. Finance is in large part a matter 
of judgment, and we simply must face this fact. (Italics in original) 

Finally, Brigham and Daves’’ reiterate Brigham and Gapenski’s comments when 

they state: 

Recent surveys found that the CAPM approach is by far the most 
widely used method. Although most firms use more than one 
method, almost 74 percent of respondents in one survey, and 85 
percent in the other, used the CAPM.12(foot”ote Omitted) 

* * *  

Approximately 16 percent now use the DCF approach, down from 
31 percent in 1982. The bond-yield-plus-risk-premium is used 
primarily by companies that are not publicly traded. 

People experienced in estimating the cost of equity recognize that 
both careful analysis and sound judgment are required. It would be 
nice to pretend that judgment is unnecessary and to spec’rfy an 
easy, precise way of determining the exact cost of equity capital. 
Unfortunately, this is not possible - finance is in large part a matter 
of judgment, and we simply must face this fact. 

” Brigham, Eugene F. and Gapenski, Louis C., Financial Manaaement - Theorv and Practice 4th 
. Edition, (The Dryden Press, 1985) 256. 

Brigham, Eugene F. and Daves, Phillip R., Intermediate Financial Manaqement, (Thomson- 
Southwestern, 2007) 332-333. 
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Q. 

4. 

In view of all of the foregoing, it is clear that investors are or should be 

aware of all of the models available for use in determining a common equity cost 

rate. Thus, implicit in the EMH is the assumption that, collectively, investors 

consider them all. Hence, Mr. Cassidy’s exclusive reliance upon the DCF model 

is at odds with the very foundation, i.e., the EMH, upon which the DCF is 

predicated. In addition, absent empirical evidence to the contrary, there is no 

evidence, under the EMH, that investors place exclusive weight upon the DCF to 

the exclusion of other models such as the CAPM and RPM. 

Can the understatement of Mr. Cassidy’s single-stage DCF results of 8.6% 

be demonstrated mathematically when applied to a depreciated original 

cost rate base or book value? 

Yes. Mr. Cassidy’s single-stage DCF result of 8.6% equity cost rate is based 

upon an average dividend yield for his sample water utilities of 2.8% plus a 

growth rate of 5.8%. However, as demonstrated on Schedule 2, EWAZ would 

have no opportunity to earn Mr. Cassidy’s market-based rate of return. Mr. 

Cassidy’s 8.6%’ market-based cost rate implies an annual return of $2.399 

consisting of $0.781 in dividends and $1.618 in growth. However, application of 

the 8.6% return rate to book value ($18.96), produces an opportunity to earn a 

total annual return of just $1.631. With annual dividends of $0.781 I the utility 

could reasonably expect market-price appreciation of $0.850, or only 3.05%, 203 

basis points below Mr. Cassidy’s 5.8% growth rate. 

The DCF mis-specifies, specifically understating investors’ required return. 

Therefore, consideration must be given to multiple cost of common equity 

I 
I a 
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Q. 

A. 

models. As discussed previously, coupled with the added reliability and accuracy 

that the use of multiple cost of common equity models provides in the estimation 

of the cost of common equity, it is more imperative than ever to not give 

exclusive, primary or even simply greater reliance to the DCF analysis at this 

time 

Do you have any comments upon Mr. Cassidy’s applications of the single- 

stage and multi-stage DCF? 

Yes. My comments relate specifically to Mr. Cassidy’s development of the 

growth rate for his single-stage DCF and the first stage of his multi-stage DCF. 

Although I do not agree with the need to apply a multi-stage DCF for 

reasons given in my prepared direct testimony at page 20, lines 3 - 6, given my 

updated common equity cost rate analysis presented in Schedule 9, Mr. 

Cassidy’s multi-stage DCF result of 9.2% is a reasonable DCF result at this time. 

It is slightly greater than my average DCF result shown on page 2 and within the 

range of the results of my cost of common equity models. Although reasonable 

relative to my DCF analysis, a DCF cost rate of 9.2% still mis-specifies the 

investor required return as discussed above. Consistent with the Hope13 

decision, it is not the methodology, but rather the end result which must not be 

unjust or unreasonable. As Hope states: 

Nor is it important to this case to determine the various permissible 
ways in which any rate base on which the return is computed might 
be arrived at. For we are of the view that the end result in this case 
cannot be condemned under the Act as unjust and unreasonable 
from the investor or company viewpoint. 

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944). 3 
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Therefore, although 

Q. 

A. 

Q. 

A. 

do not agree with the application of a multi-stage 

DCF model, at this time, Mr. Cassidy’s multi-stage DCF results cannot be said to 

be unreasonable based upon Hope and the range of the results of my updated 

common equity cost rate analysis. 

Please comment on Mr. Cassidy’s development of his single-stage DCF 

growth rate. 

On Schedule JAC-5, Mr. Cassidy presents 10-year historical growth rates in 

dividends per share (“DPS”) and earnings per share (“EPS”) as well as projected 

growth in DPS and EPS, all sourced as coming from Value Line‘4, while 

Schedule JAC-6 presents Mr. Cassidy‘s derivation of his sustainable growth. 

Ultimately, Mr. Cassidy relied upon an average of historical and projected DPS 

growth, historical and projected EPS growth, and historical and projected 

sustainable growth. More correctly, Mr. Cassidy should have relied exclusively 

upon projected EPS growth. 

Please comment on  Mr. Cassidy’s use  of DPS and sustainable growth. 

DCF theory indicates that an investor buys a stock for an expected total return 

rate composed of cash flows received in the form of dividends plus appreciation 

in market price, or as Morin15 states: “dividends, rather than earnings, constitute 

the source of value.” Even Mr. Cassidy notes that “[iln the long term, dividenc 

l4 Although sourced as coming from Value Line, Mr. Cassidy did not use the historical and projectec 
growth rates published for each water company in its Value Line Ratings & Report, but rather 
calculated the growth rates himself. 

l5 Morin 252. 
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distributions are dependent on earnings” on line 25, page 26 of his direct 

testimony. 

Over the long run, there can be no growth in DPS without growth in EPS. 

Security analysts’ earnings expectations have a more significant, but not sole, 

influence on market prices than dividend expectations. Thus, the use of earnings 

growth rates in a DCF analysis provides a better matching between investors’ 

market appreciation expectations and the growth rate component of the DCF. 

Earnings expectations have a significant influence on market prices and their 

appreciation or the “growth” experienced by investors.16 

Morin corroborates this concept when he states17: 

This does not mean that earnings are unimportant for they provide 
the basis for paying dividends. 

In fact, Morin states the following as well? 

Because of the dominance of institutional investors and their 
influence on individual investors, analysts’ forecasts of long-run 
growth rates provide a sound basis for estimating required returns. 
Financial analysts exert a strong influence on the expectations of 
many investors who do not possess the resources to make their 
own forecasts, that is, they are a cause of g. The accuracy of these 
forecasts in the sense of whether they turn out to be correct is not 
at issue here, as long as they reflect widely held expectations. As 
long as the forecasts are typical and/or influential in that they are 
consistent with current stock price levels, they are relevant. The 
use of analysts’ forecasts in the DCF model is sometimes 
denounced on the grounds that it is difficult to forecast earnings 
and dividends for only one year, let alone for longer time periods. 
This objection is unfounded, however, because it is present 
investor expectations that are being priced; it is the consensus 

Morin 298-303 ’ Morin252 
Morin 298 0 
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forecast that is embedded in price and therefore in required return, 
and not the future as it will turn out to be. 

* * *  

Published studies in the academic literature demonstrate that 
growth forecasts made by security analysts represent an 
appropriate source of DCF growth rates, are reasonable indicators 
of investor expectations and are more accurate than forecasts 
based on historical growth. These studies show that investors rely 
on analysts’ forecasts to a greater extent than on historic data only. 

Myron Gordon, who first introduced the DCF model adapted for utility 

ratemaking, came to recognize long after his book, The Cost of Capital to a 

‘Public Utilitv, was published in 1974 that the growth component of his original 

“Gordon Model” which relied upon the sustainable growth method had a serious 

limitation. Dr. Gordon, in a presentation on March 27, 1990 (some 16 years after 

the publication of his 1974 book), before the Institute for Quantitative Research In 

Finance, in Palm Beach, Florida, entitled The Pricing of Common Stocks, stated 

that analysts’ growth rate projections were superior to the sustainable or earnings 

retention growth method: 

The most serious limitation of the Gordon Model is the assumption 
that the dividend expectation can be represented with just two 
parameters, D and br ... We have seen that earnings and growth 
estimates by security analysts were found by Malkiel and Cragg to 
be superior to data obtained from financial statements for the 
explanation of variation in price among common stocks. That is, 
better estimates are obtained for the coefficient of the various 
explanatory variables. . . . estimates by securify analysts available 
from sources such as IBES are far superior to the data available to 
Malkiel and Cragg. Secondly, the estimates by security analysts 
must be superior to the estimates derived solely from financial 
statements. (italics added) 
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In addition, studies performed by Cragg and Malkiel” demonstrate that 

analysts’ forecasts are superior to historical growth rate extrapolations. 

Finally, notwithstanding Mr. Cassidy’s citation on page 45, lines 9 - 15 of his 

direct testimony from Jeremy Siegel’s book “Stocks For the Long Run”, Dr. 

Siegel actually supports the use of earnings growth forecasts when valuing 

stocks when he states2’: 

For the equity holder, the source of future cash flows is the 
earnings of firms. 

* * *  

Some people argue that shareholders most value stocks’ cash 
dividends. But this is not necessarily true. 

* * *  

Since the price of a stock depends primarily on the present 
discounted value of all expected future dividends, it appears that 
dividend policy is crucial to determining the value of the stock. 
However this is not generally true. 

* * *  

Since stock prices are the present value of future dividends, it 
would seem natural to assume that economic growth would be an 
important factor influencing future dividends and hence stock 
prices. However, this is not necessarily so. The determinants of 
stock prices are earnings and dividends on a per-share basis. 
Although economic growth may influence aggregate earnings and 
dividends favorably, economic growth does not necessarily 
increase the growth of per-share earnings of dividends. It is 
earnings per share (EPS) that is important to Wall Street because 
per-share data, not aggregate earnings or dividends, are the basis 
of investor returns. (Italics in original) 

Mr. Cassidy’s citation from Dr. Siegel on page 45 of his direct testimony is 

relative to the use of dividends as the cash flows which are discounted to present 

John G. Cragg and Burton G. Malkiel, ExDectations and the Structure of Share Prices (University 
of Chicago Press, 1982) Chapter 4. 
Jeremy J. Siegel. Stocks for the Lona Run, (McGraw-Hill2002) 90 - 94. 
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value at the discount rate to determine stock prices and not the use of earnings. 

The paragraph cited by Mr. Cassidy is silent about what growth rate should be 

used in determining that discount rate (cost of common equity). Thus, Mr. 

Cassidy’s use of Dr. Siegel’s citation as support for the use of DPS growth in a 

DCF analysis is not appropriate. 

Moreover, there is no empirical evidence that investors would discount or 

disregard analysts’ estimates of growth in earnings per share. “Do Analyst 

Conflicts Matter? Evidence From Stock provided in 

Schedule 3, examined whether conflicts of interest with investment banking [lB] 

and brokerage businesses induced sell-side analysts to issue optimistic stock 

recommendations and whether investors were misled by such biases. They 

conclude: 

Overall, our findings do not support the view that conflicted 
analysts are able to systematically mislead investors with 
optimistic stock recommendations. 

Hence, since investors have such security analysts’ EPS growth rate 

projections available to them, investors are aware of the accuracy of suck 

projections and investors are aware of the literature supporting the superiority B 

such projections, security analysts’ earnings projections including those frorr 

Value fine should be used in a cost of common equity analysis. 

Anup Agrawal and Mark A. Chen, “DO Analysts’ Conflicts Matter? Evidence from Stock 
Recommendations”, (-, August 2008), Vol. 51. 

rl I 
I I 



I 
I 1 

I 

2 

3 

4 

5 

6 

7 

8 

9 

I O  

I 1  

q2 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

EPCOR Water Arizona, hc. 
Rebuttal Testimony of Pauline M. Ahern 
Docket No. WS-01303A-14-0010 

Page 23 of 60 

Q. 

A. 

In view of all of the foregoing, Mr. Cassidy should have relied upon earnings 

per share growth projections in his DCF analyses. 

Do you agree with Mr. Cassidy’s inclusion of sustainable growth in 

determining the growth rate component of his DCF analysis? 

No. Mr. Cassidy’s partial reliance upon the sustainable growth methodology for 

determining the growth rate component for his DCF analyses is based upon 

historical and expected retention of earnings as well as the historical and 

projected increase in common share balances as discussed on page 28, line 1 

through page 33, line 23 of his direct testimony and derived in Schedule JAC-6. 

The sustainable growth methodology is inherently circular because it relies 

upon either a historical or an expected return on book common equity which is 

then used in a DCF analysis to establish a common equity cost rate related to the 

market value of common stock which, if authorized as the allowed return in a 

regulatory proceeding, will become the expected return on book common equity, 

The DCF derived return on book common equity prior to the addition of his Mr. 

Cassidy’s economic assessment adjustment, 8.9%, if authorized, is significantly 

lower than the average expected Value Line ROE of 10.93% for his sample water 

utilities’ (as derived from his electronic workpapers), used to derive that very 

same DCF cost rate of 8.9% based upon the sample water utilities’ market data 

I again agree with Morin” who states the following: 

There are three problems in the practical application of the 
sustainable growth method. The first is that it may be even more 
difficult to estimate what b, r, s and v investors have in mind than it 

~~ ~ 

‘* Morin 306 - 307 
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is to estimate what g is they envisage. It would appear far more 
economical and expeditious to use available growth forecasts and 
obtain g directly instead of relying on four individual forecasts of the 
determinants of such growth. It seems only logical that the 
measurement and forecasting errors inherent in using four different 
variables to predict growth far exceed the forecasting error inherent 
in the direct forecast of growth itself 

Second, there is a potential element of circularity in estimating g by 
a forecast of b and ROE for the utility being regulated, since ROE is 
determined in large part by regulation. To estimate what ROE 
resides in the minds of investors is equivalent to estimating the 
market's assessment of the outcome of regulatory hearings. 
Expected ROE is exactly what regulatory commissions set in 
determining an allowed rate of return. In other words, the method 
requires an estimate of return on equity before it can even be 
implemented. Common sense would dictate the inconsistency of a 
return on equity recommendation that is different than the expected 
ROE that the method assumes the utility will earn forever. For 
example, using an expected return on equity of 11% to determine 
the growth rate and using the growth rate to recommend a return 
on equity of 9% is inconsistent. It is not reasonable to assume that 
this regulatory utility company is expecfed to earn 11% forever, but 
recommend a 9% return on equity. The only way this utility can 
earn I I % is that rates be set by the regulator so that the utility will, 
in fact, earn I I% .... 

Third, the empirical finance literature discussed earlier 
demonstrates that the sustainable growth method of determining 
growth is not as significantly correlated to measures of value, such 
as stock price and price/earnings ratios, as other historical 
measures or analysts' growth forecasts. Other proxies for growth 
such as historical growth rates and analysts' growth forecasts 
outperform retention growth estimates. (Italics added) 

In view of the foregoing, it is clear that Mr. Cassidy's use of sustainable 

growth in his application of the DCF is circular and ignores the basic principle 01 

rate base / rate of return regulation, namely, that the cost of equity which will be 

authorized in this proceeding will be applied to the jurisdictional book value rat€ 

base of EWAZ and become the allowed future earned return on book commor 
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Q. 

A. 

equity, Le., the expected return on equity component of the sustainable growth 

m et h od. 

Do you have any further comments regarding Mr. Cassidy’s derivation of 

growth for his DCF analysis? 

Yes. A review of his electronic workpapers reveals that Mr. Cassidy calculated 

his DPS, EPS and sustainable growth rates, rather than using the comparable 

DPS and EPS growth rates published by Value Line in each water company’s 

Ratings & Report. It is unnecessary for Mr. Cassidy to calculate such growth 

rates as they are readily available from Value Line which is investor influencing 

and publicly available online; by print subscription; and / or, free in public libraries 

throughout the US. Value Line calculates its growth rates from one 3-year base 

period to another 3-year base period in order to mitigate possible aberrations in 

the accounting data by relying upon single years as Mr. Cassidy has done in 

calculating his own growth rates. Value Line23 states: 

In an attempt to eliminate short-term fluctuations that may distort 
results, Value Line uses a three-year base period and an ending 
period when calculating growth rates. Investors often try to calculate 
a growth rate from one starting year to one ending year, and then 
can’t understand why the number they get is not the same as the one 
published by Value Line. If they used a three-year base period (2099- 
2011) and three-year ending period, (2015-2017), they would get the 
same results we do. 

In view of all of the foregoing, Mr. Cassidy should more correctly have relied 

upon the projected 5-year EPS growth rates as published in Value Line’s Ratings 

& Reports for each of his sample water utilities. 

Complete Overview - The Value Line lnvesfrnenf Survey, Value Line Inc., 2013 12. !3 
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Q. 

A. 

What would Mr. Cassidy’s DCF (single-stage and multi-stage) results be 

had he correctly relied exclusively upon Value Line’s published 5-year 

projected growth in EPS for his sample water utilities. 

As shown on page 1 of Schedule 3, in his single, or constant, growth DCF result 

would have been 9.9% and his multi-stage growth DCF result would 9.7%, for an 

average DCF result of 9.8%. When Mr. Cassidy’s “economic assessment 

adjustment” of 60 basis points is added, a common equity cost rate of 10.4% 

results. However, this 10.4% common equity cost rate is still understated 

because it does not reflect any additional risk of the Company due to its greater 

credit risk and smaller relative size as will be discussed below. 

CREDIT RISK 

Q. 

A. 

Does your correction to Mr. Cassidy’s common equity cost  rate analysis 

adequately reflect the greater credit risk of the Company relative to the 

water utili ties? 

No. Although Standard & Poor’s (S&P) upgraded EPCOR Utilities’ bond anc 

credit rating to A- on September 14, 2014, an S&P bond / credit rating of A 

(analogous to a Moody’s rating of A3) is still lower than the average S&P 

Moody’s bond ratings of the proxy group of nine water companies; AIL42 / A+ a: 

shown on page 6 of Schedule 9. Based upon my discussion in my direci 

testimony on page 16, lines 7 - 12, if EWAZ‘s bonds were rated, it is my opinior 

that they would now be rated A- by S&P and A3 by Moody’s. Therefore, ar 

indication of the magnitude of such an adjustment is one-sixth (0.01%) of i 

recent spread of 0.06% between Moody’s A and Aa rated bonds plus one-thirc 

I I 
I 1 
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(0.24%) of a recent spread of 0.68% between Moody’s A and Baa rated bonds 

shown on page 8 of Schedule 8 (0.24% = (0.06% * (116)) + (0.68% * (1/3)). 

BUSINESS RISK ADJUSTMENT 

Q. 

A. 

Does your correction to Mr. Cassidy’s common equity cost rate analysis 

adequately reflect the risk implications of the Company’s small size relative 

to the water utilities? 

No. As discussed in my direct testimony at page 13, line 7 through page 14, line 

9 and in detail below, company size is a significant element of business risk for 

which investors expect to be compensated through greater returns. Smaller 

companies are simply less able to cope with significant events which affect sales, 

revenues and earnings. For example, smaller companies face more risk 

exposure to business cycles and economic conditions, both nationally and 

locally. Additionally, the loss of revenues from a few larger customers would 

have a greater effect on a small company than on a much larger company with a 

larger, more diverse, customer base. Also, smaller companies are generally less 

diverse in their operations and have less financial flexibility. In addition, extreme 

weather conditions, Le., prolonged droughts or extremely wet weather, will have 

a greater affect upon a small operating water utility than upon the much larger, 

more geographically diverse holding companies. 

Further evidence of the risk effects of size include the fact that investors 

demand greater returns to compensate for the lack of marketability and liquidity 

of the securities of smaller firms. It is a generally-accepted financial principle that 

the risk of any investment is directly related to the assets in which the capital is 
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Q. 

4. 

invested. The Commission should focus on the risk and return on the common 

equity investment in the Company’s jurisdictional rate base because it is the 

Company’s rates which will be set in this proceeding. The fair rate of return must 

relate to where capital is invested. In other words, that it is the use of funds 

invested and not the source of those funds which gives rise to the risk of any 

investment. Therefore, the relevant risk reflected in the cost of capital must be 

that of the Company, including the impact of its small size on curnmon equity 

cost rate. As noted above, the Company is significantly smaller than the average 

water group company based upon total capitalization. 

Consistent with the financial principle of risk and return discussed above, 

such increased risk due to small size must be taken into account in the allowed 

rate of return on common equity. 

Does the financial literature support the basic financial principle that it is 

the use of the funds invested which gives rise to the risk of the investment, 

not the source of the funds? 

Yes. 

Corporate Financez4: 

As Richard A. Brealey and Stewart C. Myers state in Princides 01 

But the company cost of capital rule can also get a firm into frouble if 
fhe new projects are more or less risky than its existing business. 
Each project should be evaluated af its own opportunity cost of 
capital. This is a clear implication of the value-additivity principle 
introduced in Chapter 7. For a firm composed of assets A and B, the 
firm value is 

’4 Richard A. Brealey and Stewart C. Myers, PrinciDIes of Comorate Finance (McGraw-Hill Book 
Company, 1996) 204-205. 

1 1 
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Firm Value = PV (AB) = PV (A) + PV(B) = sum of separate asset 
values 

Here PV(A) and PV(B) are valued just as if they were mini-firms in 
which stockholders could invest directly ... If the .firm considers 
investing in a third project C, it should also value C as if C were a 
mini-firm. That is, the firm should discount the cash flows of C at the 
expected rate of return that investors would demand to make a 
separate investment in C. The true cost of capital depends on fhe use 
fo which the capifal is puf. (Italics added to first paragraph, italics in 
original text in last paragraph) 

In addition, Haim Levy and Marshall Sarnat25 state: 

The cost of capital and the discount rate are two concepts which are 
used throughout the book interchangeably. However, there is a 
distinction between the firm’s cost of capital and specific project‘s cost 
of capital. (Italics contained in original text.) 

In any case where the risk profile of the individual projects differ from 
that of the firm, an adjustment should be made in the required 
discount rate, to reflect this deviation in the risk profile. 

It is fundamental that individual investors expect a return commensurate 

with the risk associated with where their capital is invested. Hence, the 

Company must be viewed on its own merits. As Bluefield so clearly states: 

A public utility is entitled to such rates as will permit it to earn a 
return on the value of the property which it employs for the 
convenience of the public equal to that generally being made at the 
same time and in the same general part of the country on 
investments in other business undertakings which are attended by 
corresponding risks and uncertainties; , . . 
Bluefidd is clear, then, that it is the “risks and uncertainties” surrounding 

the property employed for the “convenience of the public” which determines the 

appropriate level of rates and not the source of the capital financing that property. 

In this proceeding, the property employed “for the convenience of the public” is 
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the rate base of the Company. Therefore, it is the total investment risk of the 

Company and its rate base alone that is relevant. 

Please compare the size of the Company with that of the companies with 

Mr. Cassidy’s water utilities. . 

As a part of my updated common equity cost rate analysis, Mr. Cassidy’s sample 

water utilities are shown on Schedule 4. Page 1 contains a summary of an 

indicated small size risk adjustment based upon the lbbotson@ SBBl@ Valuation 

Yearbook - Market Results for Stocks, Bonds, Bills and Inflation - 1926-2013 

(SBBI - 20141 size premium study, while page 2 contains a summary of the 

market capitalizations based upon each water company’s market prices at 

December 31, 2014. As shown, the Company is significantly smaller than the 

average water utility based upon market capitalization as shown below: 

Q. 

A. 

a 

Table I 

Times 
Market Greater than 

Capitalization (1) Town of Hampton 
($ millions) ($ Millions) 

ACC Witness Mr. Cassidy’s 

EPCOR Arizona Water, Inc. 391.981 
Sample Water Utilities $1,295.733 5.3x 

(1) From page 1 of Schedule 4. 

The Company has no common stock which is publicly traded. 

Consequently, I have assumed that if it did, its common shares would be selling 

at the same market-to-book value as Mr. Cassidy’s average sample water utility. 

Hence, the Company’s market capitalization is estimated to be $391.981 million, 

based upon the sample water utilities as shown in Table 1 above. In contrast, the 
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market capitalization of the average sample water utility was $1.296 billion, or 5.3 

times larger than the Company’s estimated market capitalization. 

Because of the Company’s extremely small estimated market 

Capitalization, relative to the estimated average market capitalization of the 

sample water utilities, a 2.64% small size risk premium, or the difference 

between the average size premium applicable to the gth and I O t h  deciles between 

which the Company falls and the 7th decile in which the average sample water 

utility falls, is justified. In my opinion, although an adjustment of 2.64% is 

indicated by the SBBl - 2014 size premium study, an adjustment to common 

equity cost rate of 30 basis points, represents an extremely conservative and 

reasonable size premium applicable to the Company based upon its smaller 

relative size. 

In view of the foregoing, an upward adjustments of 24 basis points for 

credit risk and 30 basis points to reflect the Company’s greater relative business 

risk due to its smaller size is necessary. When added to the corrected Mr. 

Cassidy’s cost rate of 9.8%, a risk-adjusted common equity cost rate of 10.34% 

results, slightly higher than my updated recommended common equity cost rate 

of 10.25% discussed below. Adding Mr. Cassidy’s 60 basis points upward 

economic assessment adjustment to the risk-adjusted corrected common equity 

cost rate of 10.34% results in a 10.94% common equity cost rate, for a range of 

10.34% - 10.94% with a midpoint of 10.64%. 
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REVIEW OF ANALYSIS OF RUCO WITNESS ROBERT 8. MEASE 

DISCOUNTED CASH FLOW MODEL 

Q. 

A. 

Q. 

A. 

Please comment upon the applicability of the DCF model in establishing a 

cost of common equity for the Company. 

As discussed previously, the extent to which the DCF is relied upon should 

depend upon the extent to which the cost rate results differ from those resulting 

from the use of other cost of common equity models. As discussed previously, 

the DCF model has a tendency to mis-specify investors’ required return rate 

when the market value of common stock differs significantly from its book value. 

The market-based DCF model will result in a total annual dollar return on book 

common equity equal to the total annual dollar return expected by investors only 

when market and book values are equal, but market values and book values of 

common stocks are rarely at unity. 

Can the understatement of Mr. Mease’s DCF results of 8.74%, when applied 

to a depreciated original cost rate base, be demonstrated mathematically? 

Yes. Mr. Mease’s single-stage DCF result of 8.74% equity cost rate is based 

upon an implicit average dividend yield for his water utilities of 3.11% plus an 

growth rate of 5.63%. However, as demonstrated on Schedule 2, EWAZ would 

have no opportunity to earn Mr. Mease’s market-based rate of return. Mr. 

Mease’s 8.74%’ market-based cost rate implies an annual return of $2.433 

consisting of $0.866 in dividends and $1.567 in growth. However, application oi 

the 8.74% return rate to book value ($14.39)’ Le., the equivalent of a utility’s 

depreciated original cost rate base, produces an opportunity to earn a tota 
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annual return of just $1.258. With annual dividends of $0.866, the utility could 

reasonably expect market-price appreciation of $0.392, or only 1.41 %, 422 basis 

points below Mr. Mease’s 5.63% growth rate. 

Once again, the DCF mis-specifies, specifically understates, the investor 

required return. Thus, it is more imperative than ever to not give exclusive, 

primary or even simply greater reliance to the DCF analysis at this time. 

CAPITAL ASSET PRICING MODEL 

Q. 

A. 

4. 

4. 

Please comment upon Mr. base ’s  CAPM analysis. 

Mr. Mease’s CAPM analysis is flawed in three respects. First, Mr. Mease has 

incorrectly relied upon an historical risk-free rate despite the fact that both 

ratemaking and the cost of capital are prospective. Second, Mr. Mease has 

incorrectly calculated the market equity risk premium by relying upon: the 

historical @&I return on US. Treasury securities; and, by not employing a 

prospective, or forward-looking equity risk premium. Third, Mr. Mease has not 

incorporated an empirical CAPM (ECAPM) analysis despite the fact that 

empirical evidence indicates that the low-beta securities earn returns higher than 

the CAPM predicts and high-beta securities earn less. 

Please comment upon Mr. Mease’s use of historical, Le., a recent three- 

month average, yields on 20-year U.S. Treasury Bonds. 

Mr. Mease’s use of historical yields on 20-year U.S. Treasury bonds ignores the 

fact that both the cost of capital and ratemaking are prospective, which Mr. 

Mease acknowledges himself when he states on page 5, lines 14 -15 that “[tlhe 

cost of capital is determined in part by the current and future economic and 
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financial conditions.” (emphasis added) The cost of capital, including the cost 

rate of common equity, is expectational in that it reflects investors’ expectations 

of future capital markets, including an expectation of interest rate levels, as well 

as risks. In addition, ratemaking is prospective in that the rates set in this 

proceeding will be in effect for a period of time in the future. In addition, Mr. 

Mease explicitly states that one of the strengths of the CAPM is that “it is a 

forward looking concept” on line 23 on page 13 of his direct testimony. Therefore 

Mr. Mease‘s failure to use forecasted interest rates in his CAPM is clearly 

inconsistent with one of the strengths of the CAPM identified by Mr. Mease 

himself. 

Similar to forecasts of EPS growth rates; investors are also aware of the 

accuracy of past forecasts, whether for earnings or dividends growth or for 

interest rates. However, investors do not have prior knowledge of the accuracy 

of the forecasts available to them at the time they make their investmenl 

decisions. The accuracy of any forecast only becomes known after some future 

period of time has elapsed. For example, the accuracy of the current Blue Chk 

Financial Forecasts [Blue Chip) January 1, 201 5 consensus forecast of the 30- 

Year U.S. Treasury Bond of 4.00% for the second quarter 2016 (as shown from 

page 15 of Schedule 9)1 cannot be known until the end of the second quartei 

2016, more than one year into the future. Therefore, consistent with the 

previously discussed EMH, since investors have such interest rate projections 

available to them and are aware of the past accuracy of such projections, 

prospective and not current interest rate projections should be used in cost 01 
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4. 

4. 

1. 

9. 

common equity analyses. Therefore, an appropriate risk-free rate is the average 

of the consensus forecasts of approximately 50 economists from Blue Chip 

Financial Forecasts for the six quarters ending with the second quarter 2016 from 

the January I, 2015 issue and the long-range forecasts from the December 1, 

2014 issue for 2016-2020 and 2021-2025, or 3.94%, derived in Note 2 on page 

15 of Schedule 9. 

Please comment upon Mr. Mease’s estimation of the market equity risk 

premium for his CAPM analysis. 

Mr. Mease’s derivation of the market equity risk premium for his CAPM analysis 

is flawed for the following reasons. First, Mr. Mease incorrectly relied upon the 

historical mean return on U.S. Treasury securities. Second, Mr. Mease did 

not employ a prospective equity risk premium. 

Please comment upon Mr. Mease’s use of the historical mean total return 

on US. Treasury securities. 

Although relying upon Morningstar‘s (Le., lbbotson & Associates) historical 

returns in his CAPM analysis, Mr. Mease has ignored lbbotson Associates’ 

recommendations regarding the use of the income return and not the total return 

on US. Treasury securities in deriving an equity risk premium. As indicated on 

page 153 of the SBBI- 2014: 

1 

Another point to keep in mind when calculating the equity risk 
premium is that the income return on the approgriate-horizon 
Treasury security, rather than the total return, is used in the 
calculation. 

The total return is comprised of three return components: the 
income return, the capital appreciation return, and the 
reinvestment return. The income return is defined as the portion 
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of the total return that results from a periodic cash flow or, in this 
case, the bond coupon payment. The capital appreciation return 
results from the price change of a bond over a specific period. 
Bond prices generally change in reaction to unexpected 
fluctuations in yields. Reinvestment return is the return on a 
given month’s investment income when reinvested into the 
same asset class in the subsequent months of the year. The 
income return is thus used in the estimation of the equity risk 
premium because it represents the truly riskless portion of the 
return. 

, 

2 (footnote omitted) 

In addition, a comparison of the standard deviation (a standard measure 

of volatility, Le., risk) between the total return on long-term U.S. government 

bonds of 9.8% and that of the income return on long-term U.S. government 

bonds of 2.6YoZ6 demonstrates the nearly riskless nature of the income return, 

corroborating the appropriateness of using the income return as the risk-free 

rate. 

Hence, it is appropriate to use the income return and not the total return 

on long-term U.S. government bonds when calculating a market equity risk 

premium. Therefore, the correct derivation of the historical market equity risk 

premium is the difference between the arithmetic mean monthly” total return on 

large company common stocks of 12.05% and the arithmetic mean 1926-2013 

income return on long-term government bonds of 5.26% which results in a 

monthly market equity risk premium of 6.70% as derived in note I on page 15 of 

Schedule 9 which, when averaged with the 6.86% equity risk premium relied 

SBBl - 2014 91 3 

7 
Monthly arithmetic mean to be consistent with the Predictive Risk Premium ModelTM 
(“PRPMTM”) use of monthly risk premiums as detailed in Ms. Ahern’s direct testimony. 

1 
1 4 
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Q. 

A. 

upon by Mr. Mease and derived on Schedule RBM-4, results in an average 

historical market equity risk premium of 6.83%. 

Please comment upon Mr. Mease’s failure to use a prospective, or forward- 

looking market equity risk premium? 

As noted above, in addition to page 5, lines 14 - 15 of his direct testimony, Mr. 

Mease clearly states on page 9, lines 18 - I 9  that the DCF model “maintains that 

the value (price) of any security or commodity is the discounted present value of 

all future cash flows” (emphasis added) and defines the growth component of the 

DCF as the “expected growth in dividends” (emphasis added) on page lines 9 

- 16 of his direct testimony. And, relative to the beta component of the CAPM, 

Mr. Mease states on page 13] lines 8 - I O  that beta “is a measures of the 

expected amount of change in a security’s variability of return relative to the 

return variability of the overall capital market.” (emphasis added) On page 14, 

lines 12 - 22 of his direct testimony, Mr. Mease notes that the “market risk 

premium component . . . represents the investor-expected premium . I ’  

(emphasis added) Relative to his CE analysis, he states on page 16, lines 8 - 9 

that the “CE method is designed to measure the returns expected to be earned 

on the original cost book value of similar risk enterprises.” (emphasis added) 

J? 

Therefore, it is both consistent with Mr. Mease’s own testimony and 

appropriate to give weight to expected market returns. One way to do so is to 

use the forecasted market risk premium derived from Value Line‘s average 

median price appreciation potential and average median expected dividend yield 

3-5 years hence of 6.30% as derived in note 1 on page 15 of Schedule 9, 
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Q. 

9. 

coupled with a PRPMTM-derived market risk premium of 10.41% also shown in 

Note I on page 15 of Schedule 9. When the Value Line-derived market equity 

risk premium of 6.30% and the PRPMTM-derived market equity risk premium of 

10.41 %, averaged with the properly derived historical arithmetic mean monthly 

equity risk premium of 6.83%, a properly calculated arithmetic mean historical 

market equity risk premium and prospective market equity risk premiums results 

in a market equity risk premium of 7.85%. 

Did Mr. Mease incorporate an empirical or ECAPM analysis? 

No. Mr. Mease failed to consider that, although numerous tests of the CAPM 

have confirmed its validity, it has been determined that the empirical Security 

Market Line (SML) described by the traditional CAPM is not as steeply sloped as 

the predicted SML. 

As discussed in my direct testimony on page 36, lines 17 - 22, numerous 

tests of the CAPM have measured the extent to which security returns and betas 

are related as predicted by the CAPM confirming its validity. However, Morin 

observes that while the results of these tests support the notion that beta is 

related to security returns, the empirical Security Market Line (SML) described by 

the CAPM formula is not as steeply sloped as the predicted SML. Morin" states: 

With few exceptions, the empirical studies agree that . . . low-beta 
securities earn returns somewhat higher than the CAPM would 
predict, and high-beta securities earn less than predicted. 

* * *  

Morin 175. 
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Therefore, the empirical evidence suggests that the expected 
return on a security is related to its risk by the following 
approximation: 

K = RF + x ~ ( R M  - RF) + (I-X) P(RM - RF) 

where x is a fraction to be determined empirically. The value of x 
that best explains the observed relationship Return = 0.0829 f 
0.0520 P is between 0.25 and 0.30. If x = 0.25, the equation 
becomes: 

K = RF + 0.25(R~ - RF) + 0.75 ~ ( R M  - RF)*' 

In view of theory and practical research, both the traditional CAPM and 

the ECAPM should be used. 

3. 

9. 

Some critics of the ECAPM model claim that using adjusted betas in a 

traditional CAPM amounts to using an ECAPM. Is such  a claim valid? 

Using adjusted betas in a CAPM analysis is not equivalent to the ECAPM. Betas 

are adjusted because of the general regression tendency of betas to converge 

toward 1.0 over time, Le., over successive calculations of beta. As noted above, 

numerous studies have determined that the Security Market Line (SML) 

described by the CAPM formula at anv aiven moment in time is not as steeply 

sloped as the predicted SML. Morin3' states: 

Some have argued that the use of the ECAPM is inconsistent with 
the use of adjusted betas, such as those supplied by Value Line 
and Bloomberg. This is because the reason for using the ECAPM 
is to allow for the tendency of betas to regress toward the mean 
value of 1.00 over time, and, since Value Line betas are already 
adjusted for such trend [sic], an ECAPM analysis results in 
double-counting. This argument is erroneous. Fundamentally, 
the ECAPM is not an adjustment, increase or decrease, in beta. 

Morin 190. 

Morin 191. 0 
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This is obvious from the fact that the expected return on high beta 
securities is actually lower than that produced by the CAPM 
estimate. The ECAPM is a formal recognition that the observed 
risk-return tradeoff is flatter than predicted by the CAPM based on 
myriad empirical evidence, The ECAPM and the use of adjusted 
betas comprised two separate features of asset pricing. Even if a 
company’s beta is estimated accurately, the CAPM still 
understates the return for low-beta stocks. Even if the ECAPM is 
used, the return for low-beta securities is understated if the betas 
are understated. Referring back to Figure 6-1, the ECAPM is a 
return (vertical axis) adjustment and not a beta (horizontal axis) 
adjustment. Both adjustments are necessary. 

Moreover, the slope of the Security Market Line (SML) should not be 

confused with beta. As Eugene F. Brigham, finance professor emeritus and the 

author of many financial textbooks states3’ : 

The slope of the SML reflects the degree of risk aversion in the 
economy - the greater the average investor’s aversion to risk, 
then (I) the steeper is the slope of the line, (2) the greater is the 
risk premium for any risky asset, and (3) the higher is the required 
rate of return on risky assets.’* 

“Students sometimes confuse beta with the slope of the SML. 
This is a mistake. As we saw earlier in connection with Figure 6- 
8, and as is developed further in Appendix 6A, beta does 
represent the slope of a line, but not the Security Market Line. 
This confusion arises partly because the SML equation is 
generally written, in this book and throughout the finance 
fiterature, as ki = RF + bi(kM - RF), and in this form bi looks like the 
slope coefficient and (kM - RF) the variable. It would perhaps be 
less confusing if the second term were written (kM - RF)bi, but this 
is not generally done. 

Hence, the traditional CAPM understates the cost rate for common equit) 

for companies with betas less than 1.0 and overstates the cost rate foi 

Brigham and Gapenski (1985) 203. 31 
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Q. 

4. 

companies with betas greater than 1.0. Consequently, Mr. Mease erred by not 

employing the Empirical CAPM (ECAPM). 

What would Mr. Mease’s CAPM results be had he utilized the prospective 

yield on long-term US. Treasury bonds; correctly estimated the market 

equity risk premium based upon correctly derived arithmetic mean 

historical returns using the correct income return on long-term government 

bonds; and, a prospective market equity risk premiums as well as the 

ECAPM? 

Schedule 5 presents the results of the correct application of both the traditional 

CAPM and the ECAPM for Mr. Mease’s water utilities. Page 1 shows the mean / 

median traditional CAPM results are both 9.44%, while page 2 shows the mean / 

median ECAPM results are both 10.02%. The mean / median traditional CAPM 

and ECAPM results both average 9.73% for the proxy water companies. Thus, 

the corrected CAPM-derived indicated result is 9.73% for the water group. 

However, this cost rate is still understated because it does not reflect any 

additional risk of the Company due to its greater business risk relative to its 

smaller size compared with that of the proxy water companies as will be 

discussed below. 

Mr. Mease’s original conclusion of 7.48% is understated by 2.25%. 

:OMPARABLE EARNINGS ANALYSIS (CE] 

1. 

4. 

Do you have any comments regarding Mr. Mease’s application of the CE? 

Yes. Mr. Mease evaluated the historical and projected earned returns on book 

common equity for his proxy group of water companies. As discussed in detail 
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previously, Mr. Mease agrees that the cost of capital and ratemaking are 

prospective in nature. Therefore, the only returns on book common equity 

evaluated by Mr. Mease on Schedule RBM-5 are the projected 2017-201 8 (really 

2019) returns which average 10.9%. 

While I do not necessarily agree with Mr. Mease’s CE analysis and it may 

be flawed, as noted in Hope, it is not the methodology, but rather the end results 

which must not be unjust or unreasonable. Hence, at this time, the upper end of 

his range of CE results, 10.9%, cannot be said to be unreasonable based upon 

Hope. 

SORRECTED CONCLUSION OF MR. MEASE’S COST OF COMMON EQUITY 

2. 

4. 

What would Mr. Mease’s conclusion of common equity cost rate be based 

upon the corrections to his analyses discussed above? 

Based upon the corrections to Mr. Mease’s CAPM results discussed above, hie 

three analyses produce the following: 

DCF 

Water Group 

8.74% 

CAPM 9.73% 

CE 10.9% 

Based upon an average of these three cost of common equity result: 

(consistent with Mr. Mease’s direct testimony at page 3, lines 18 - 20 an( 

Schedule RBM-2) a common equity cost rate of 9.79% is indicated. However 
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this 9.79% still understates the Company’s common equity cost rate because it 

does not reflect any adjustment for the Company‘s greater business risk due to 

its smaller size relative to the water utilities as will be discussed below, 

ADJUSTMENT TO REFLECT COMPANY-SPECIFIC RISK 

CREDIT RISK 

Q. Does your correction to Mr. Mease’s common equity cost rate analysis 

adequately reflect the greater credit risk of the Company relative to the 

water utilities? 

No. As discussed previously, although EPCOR Utilities’ bond / credit rating has 

been upgraded to A- by S&P, EWAZ credit risk is still lower than that of the 

proxy water utilities. Therefore, an upward adjustment for credit risk is still 

warranted. As derived above such an adjustment is 0.24%. 

4. 

SUSINESS RISK ADJUSTMENT 

3. 

4. 

3. 

9. 

Does your correction to Mr. Mease’s common equity cost rate analysis 

adequately reflect the risk implications of the Company’s small size relative 

to the water utilities? 

No. As discussed previously, company size is a significant element of business 

risk which must be reflected in the common equity cost rate applicable to EWAZ. 

Please compare the size of the Company with that of the companies with 

Mr. Mease’s water utilities. 

As a part of my updated common equity cost rate analysis, I updated my 

business risk adjustment based upon EWAZ’s smaller size. Page 1 of Schedule 

4 contains a summary of an indicated small size risk adjustment based upon the 
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SBBl - 2014 size premium study, while page 2 contains a summary of t h e  

market capitalizations based upon each water companyk3’ market prices at 

December 31, 2043. As shown, the Company is significantly smaller than the 

average water utility based upon market capitalization as shown below: 

Table 2 

Times 

Town of Hamton 
Market Greater than 

($ millions) ($ Millions) 
Capitalization (1 1 

RUCO Witness Mr. Mease’s 

EPCOR Arizona Water Inc. 367.776 
Water Utilities $2,084.144 5.7x 

(1) From page I of Schedule 4. 

Based upon the water utilities’ market-to-book ratio at December 31, 

2014, the  Company’s market capitalization is estimated to be $367.776 million, 

as shown in Table 2 above. In contrast, the market capitalization of the 

average water company in the water group was $2.084 billion, or 5.7 times 

larger than the Company’s estimated market capitalization. 

Because of the  Company’s extremely small estimated markel 

capitalization, relative to the estimated average market capitalization of the 

water group, a 2.64% small size risk premium, or the difference between the 

average size premium applicable to the gfh and I Oth deciles between which the 

Company falls and the gfh decile in which the average company in the watei 

group falls, is justified. In my opinion, although an adjustment of 2.64% i 5  

My proxy group of nine water companies is identical to Mr. Measek water utilities. 
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indicated by the SBBl - 2014 size premium study, an adjustment to common 

equity cost rate of 30 basis points, represents an extremely conservative and 

reasonable size premium which would be applicable to the Company based 

upon its smaller relative size. 

In view of the foregoing, an upward adjustments of 24 basis points for 

credit risk and 30 basis points to reflect the Company’s greater relative business 

risk due to its smaller size is necessary. When added to the corrected RUCO 

cost rate of 9.79%, a risk-adjusted common equity cost rate of 10.33% results, 

slightly higher than my updated common equity cost rate of 10.25% discussed 

below. Adding Mr. Cassidy’s 60 basis points upward economic assessment 

adjustment to the  risk-adjusted corrected common equity cost rate of 9.79% 

results in a 10.39% common equity cost rate, for a range of 9.79% - 10.39% with 

a midpoint of 10.09%. 

tESPONSE TO COMMENTS ON COMPANY TESTIMONY ’ 

4CC WITNESS CASSIDY’S COMMENTS 

5ENERAL COMMENTS 

Do you have any general comments upon Mr. Cassidy’s response to your 

direct testimony? 

Yes. On page 42, lines 6 - 12 of his direct testimony, Mr. Cassidy discusses why 

h e  believes my indicated common equity cost rate of 9.95% before any risk 

adjustments is overstated by 10 basis points. H e  believes it is overstated 

because 1 relied upon the median of the results of t he  DCF, RPM and CAPM 
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models and not the arithmetic average. did so because, as discussed on page 

22, lines 2 - 17 of my direct testimony and reiterated in response to STF JAC 

13.1 (Attachment JAC-E) in my opinion, the median is a better measurement of 

the central tendency of a series of widely ranged results which does not give 

undue weight to outliers on either the high or the low side. Mr. Cassidy believes 

that this is non-responsive because specific weightings of individual observations 

is not given in calculating a median. 

DISCOUNTED CASH FLOW MODEL 

9. 

4. 

2. 

4. 

Mr. Cassidy criticizes your “sole reliance on analysts’ forecasts of EPS 

growth to estimate the dividend growth rate (9) in your single-stage growth 

DCF analysis on page 43, line 2 through page 45, line 19. Please comment. 

I have previously addressed the superiority of analysts’ forecasts of EPS growth 

for use in a DCF analysis, the relevance of the accuracy of such forecasts which 

is not known until well after the fact, and the fact that Mr. Cassidy’s citation from 

Dr. Siegel is misplaced with Dr. Siegel actually endorsing the use of analysts’ 

forecasts of EPS in a DCF analysis. 

Mr. Cassidy also criticizes your use of a 60-day average stock price in your 

constant growth DCF analysis on page 45, line 24 through page 46, line 2. 

Please comment. 

Use of an average stock price smoothes out and reduces the effects of any 

temporary market aberrations reducing the “sample error resulting from random 

fluctuations in the market” as Mr. Cassidy notes on page 23, lines 19 - 2C 

relative to his use of a sample group of water utilities for his DCF analyses. 
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RISK PREMIUM MODEL (“RPM”), CAPITAL ASSET PRICING .MODEL (“CAPMY’) 

AND PREDICTIVE RISK PREMIUM MODELTM (“PRPMTM”) 

Q. 

4. 

1. 

9. 

1. 

On page 54, lines 7 - I 1  of his direct testimony, Mr. Cassidy maintains that 

your  Risk Premium analysis is inconsistent with your u s e  of median values 

because you weigh PRPMTM result more heavily than the total adjusted 

market approach result. Please comment. 

Mr. Cassidy is correct. I weigh the results of the PRPMTM more heavily because 

in my opinion that the model is more robust than other models, as described on 

pages 27 and 28 of my direct testimony. In addition, it does not rely upon the 

subjective judgments as to its inputs as other cost of equity models. Rather, it 

relies upon the actual results of investors’ pricing decisions which reflect their risk 

expectations. This is not inconsistent treatment. 

Mr. Cassidy attempts to discredit your PRPMTM model because s o m e  of the  

critical data  (GARCH Coefficients and  GARCH Variance Series) were hard 

keyed into Excel. Please comment. 

In response to STF JAC 13.9 (Attachment JAC-I), I made myself available in 

person or by webinar to demonstrate how the data were used to generate equity 

risk premiums using the GARCH methodology through EViews. From the 

submission of the response up until the day of this filing, Mr. Cassidy has not 

reached out to EWAZ or to me to make arrangements for such a demonstration. 

Mr. Cassidy also at tempts  to discredit the  results of the  PRPMTM by saying 

that the full trading histories of s o m e  proxy companies  (most notably York 

Water Company) a r e  no t  used in your analysis. Please respond. 
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1. The historical price and dividend data used in the PRPMm were provided by the 

Center for Research in Securities Prices (CRSP@), a well-known and well 

respected data source widely used in peer-reviewed academic financial 

research. This historical data were provided for approximately eighty utility stocks 

and, to the best of my knowledge, covered the trading history which CRSP@ 

deemed appropriate. Being as highly regarded in academia as CRSP@ is, I 

chose not to second guess its data. According to Mr. Cassidy's Exhibit JAC-D, 

several companies have been publicly-traded for longer than what was provided 

by CRSP@. I made an investigation into the return data of York Water Company, 

which was one of Mr. Cassidy's examples. As stated in Mr. Cassidy's testimony, 

Yahoo! Finance had historical return data back to May, 1999, but if one looked 

closely at that return data, it would show that York Water was not traded every 

day, and sometimes not traded for several days 

frequently traded produce distorted volatility because of the infrequency 01 

trading. This distorted actual volatility would translate into distorted predicted 

volatility, which would produce inaccurate predicted equity risk premiums. Thus, 

the lack of the entire trading histories of the stocks when they were infrequently 

traded would not adversely affect the results of the PRPMTM. In fact, a more 

accurate estimate of the cost of equity is produced than if a very thinly tradinc 
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Q. 

A. 

Q. 

A. 

Mr. Cassidy criticizes your use of forecasted interest rates in your RPM, 

CAPM and PRPNITM. Please comment. 

As discussed previously, since the cost of capital and ratemaking are both 

prospective, it is imperative that forecasted interest rates be used in the RPM, 

CAPM and PRPMm. 

At page 80, lines 8 - 19, of his direct testimony, Mr. Cassidy criticizes your 

use of the ECAPM. Please comment. 

Mr. Cassidy claims that "because Value Line betas have already been adjusted77 

(footnote omitted) the ECAPM beta adjustment is a redundancy which overstates the 

cost of equity." This is an incorrect understanding of the ECAPM. I have 

previously discussed in detail in this testimony why there is no redundancy in 

using adjusted betas and an ECAPM. Therefore, I will not repeat the entire 

discussion here. However, I will reiterate that using adjusted betas does not 

address the empirical issues with the CAPM. As noted by Morin, previously cited 

in this testimony, the ECAPM is a return adjustment and not a risk or beta 

adjustment. 

CREDIT AND BUSINESS RISK ADJUSTMENTS 

Q. 

4. 

Q. 

Mr. Cassidy also criticizes both your credit and business risk adjustments. 

Please comment. 

As stated previously, even with S&P's upgrade to EPCOR Utilities' bond I credit 

rating to A-, an upward adjustment for credit risk of 24 basis points is warranted. 

Mr. Cassidy cites a study by Annie Wong in his criticism of your business 

risk adjustment. Please comment. 
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A. 

Q. 

4. 

Professor Wong’s study is flawed because she attempts to relate a change in 

size to beta, while beta accounts for only a small percentage of diversifiable 

company-specific risk. Size is company-specific and therefore diversifiable. For 

example, as discussed previously the average R-squared, or coefficient of 

determination for the proxy group of nine water companies is 0.1830 as shown 

on Schedule 6. An R-squared of 0.1830 means that 81.70% (1.0000 - 0.1830) 

of total risk is unexplained by beta. 

Is there any published response to Professor Wong’s article? 

Yes. In response to Professor Wong’s article, The Quarlerly Review of 

Economics and Finance published an article in 2003 authored by Thomas M. 

Zepp which commented upon the Annie Wong article cited by Mr. Cassidy. 

Relative to Ms. Wong’s results, he concluded in the Abstract on page I of Dr. 

Zepp’s article 33: “Her weak results, however, do not rule out the possibility of a 

small firm effect for utilities.” Dr. Zepp also noted on page 5 that: “Two other 

studies discussed here support a conclusion that smaller water utility stocks are 

more risky than larger ones. To the extent that water utilities are representative 

of all utilities, there is support for smaller utilities being more risky than larger 

ones.” Note that Professor Wong’s study, while relying upon a large group of gas 

and electric utilities, used no water utilities. Professor Wong’s study is flawed 

because she attempts to relate a change in size to beta, while beta accounts fool 

only a small percentage of diversifiable company-specific risk, Moreover size i s  

company-specific and therefore diversifiable. 

33 Zepp, Thomas M. “Utility Stocks and the Size Effect -- Revisited”, The Quarterly Review of 
Economics and Finance, 43 (2003) 578-582. 
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Q. 

A. 

Please comment upon the Paschall and Hawkins article, “Do Smaller 

Companies Warrant a Higher Discount Rate for Risk?”34 

Mr. Cassidy has cited the one portion in the article which suggests that for 

valuation purposes, and not cost of capital purposes, it might be valid not to 

make a size adjustment due to other risk factors which make a small private 

company less risky. As my direct testimony makes clear at page 13, lines 8 - 23 

as well as the remainder of Paschall and Hawkins’ article, all else equal, size is a 

risk factor which must be taken into account when setting the cost of capital or 

capitalization (discount) rgte. In this proceeding, all else is presumed to be equal 

in terms of the risk differential between EWAZ and the proxy water companies by 

both Mr. Cassidy and Mr. Mease as neither witness added any risk adjustments 

to the costs of equity they derived based upon the market data of their 

respective proxy groups. To understand the full message of the Paschall and 

Hawkins article, I have included it as Schedule 8. They state in their conclusion 

on page 4: 

The current challenge to traditional thinking about a small stock 
premium is a very real and potentially troublesome issue. The 
challenge comes from bright and articulate people and has already 
been incorporated into some court cases, providing further 
ammunition for the IRS. Failing to consider the additional risk 
associated with most smaller companies, however, is to fail to 
acknowledge reality. Measured properly, small company stocks 
have proven to be more risky over a long period of time than have 
larger company stocks. This makes sense due to the various 
advantages that larger companies have over smaller companies, 
Investors looking to purchase a riskier company will require a 
greater return on investment to compensate for that risk. There are 

Michael A. Paschall, ASA, CFA and George B. Hawkins ASA, CFA, “Do Smaller Companies 
Warrant a Higher Discount Rate for Risk?”, CCH Business Valuation Alert, Vol. I, Issue No. 2, 
December 1999. 

4 
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numerous other risks affecting a particular company, yet the use of 
a size premium is one way to quantify the risk associatdd with 
smaller companies. 

Hence, contrary to Mr. Cassidy’s assertion that the article underscores the 

point of Professor Wong’s article, it does just the opposite, corroborating the 

need to a small size adjustment, all else equal. 

i U C 0  WITNESS MEASE’S COMMENTS 

On page 18, line I I through page 19, line 24 his direct testimony, Mr. Mease 

briefly discusses your application of the PRPMTM. Please comment. 

Mr. Mease’s comments are limited to commenting that the PRPMTM is “a 

relatively new approach and untried” and that ii 

“is just a way to increase the cost of equity by presenting a model that is untried 

and untested.” (page 19, line 9 and lines 19 - 20 of Mr. Mease’s direct testimony) 

While the PRPMTM is new relative to the DCF and CAPM, as discussed in my 

direct testimony at page 27, line 14 through page 28, line 10, the PRPMTM iz 

based upon the work of Robert F. Engle who shared the Nobel Prize35 ir 

Economics in 2003 “for methods of analyzing economic time series with time- 

varying volatility,” based, in part, upon Engle’s research which culminated ir 

“Estimating Time Varying Risk Premia in the Term Structure: The ARCH-N 

Model”, Economefrica, (Engle, R.F., Lilein, D., & Robins, R) (1987). Hence, thc 

methodology underlying the PRPMTM is not “relatively new.” In addition, the 

Note that one of the developers of the CAPM, William Sharpe, shared the Nobel Prize i t  
Economic Sciences in 1990 (www.nobelprize.org) with Harry Markowitz for the research upot 
which the CAPM is based. Robert Engle upon whose research the PRPMTM is based shared tht 
Nobel Prize in 2003, while the researchers behind the DCF have never won the Nobel Prize. 

15 
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GARCH methodology has been tested by academia, since Engle’s, et al 

research was originally published in 1987, nearly thirty (30) years ago. In 

addition, the PRPMTM has been published twice in academically peer reviewed 

journals, The Journal of Regulafory Economics (December 2011) and The 

ElecfriCity Journal (May 201 3) without rebuttal. 

The PRPMTM has also been presented to a number of utility industry / 

regulatory / academic groups including the following as noted in Appendix A to 

my direct testimony: The Edison Electric Institute Cost of Capital Working Group; 

The NARUC Staff Subcommittee on Accounting and Finance; The National 

Association of Water Companies Finance/Accounting/Taxation and Rates and 

Regulations Committees; the NARUC Water Committee; The Wall Street Utility 

Group; the Indiana Utility Regulatory Commission Cost of Capital Task Force; the 

Financial Research Institute of the University of Missouri Hot Topic Hotline 

Webinar; and the Center for Research and Regulated Industries Annual Eastern 

Conference on two occasions. The PRPMTM also formed the basis of 

‘Comparative Evaluation of the Predictive Risk Premium ModelTM” (co-authored 

with Richard A. Michelfelder, Ph.D., Pauline M. Ahern, Dylan W. D’Ascendis and 

Frank J. Hanley The Electricity Journal, May 2013), a follow-up article to the 

original “A New Approach for Estimating the Equity Risk Premium for Public 

Utilities“. 

, 

In addition, the PRPMTM has been presented in forty-six (46) rate cases 

before twenty (20) regulatory commissions during the last two years. 
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Q. 

A. 

2. 

Mr. Mease d iscusses  why he  believes “that the PRPMTM distorts the cos t  of 

equity and is just as  way to increase the cost of equity on page 19, lines 17 

- 24 of h i s  direct testimony. Please comment. 

Mr. Mease may have misunderstood the basics of the PRPMTM. First he states 

that it “is clearly a results oriented model” based upon the fact that its results are 

higher than those of either the DCF or the CAPM. Mr. Mease has not read 

“Comparative Evaluation of the Predictive Risk Premium Model, the Discounted 

Cash Flow Model and the Capital Asse Pricing Model for Estimating the Cost of 

Common Equity.”36 Figure 2 - Figure 4 show that the results of the PRPMTM are 

not always greater than the results of the DCF or the CAPM. Mr. Mease is 

correct that the cost of equity is a function of risk. The PRPMTM directly 

measures investors’ assessment of risk by evaluating the returns and equity risk 

premiums based upon the pricing decisions investors make based upon their risk 

expectations. In contrast, the DCF and CAPM estimate how investors make 

those decisions based upon various sets of restrictive assumptions that may or 

may not hold in reality and controversial inputs, e.g., arithmetic v. geometric 

mean equity risk premiums, to estimate investor behavior. The PRPMTM directly 

assesses the outcomes of investor behavior 

At lines 2 - 10 on page 20 of his direct testimony, Mr. Mease criticizes your 

u s e  of the holding period returns published in SBBl - 2013. Please 

comment. 

C 5cl,d& 3) 

“Comparative Evaluation of the  Predictive Risk Premium ModelTM, the  Discounted Cash Flow 
Model and the  Capital Asse t  Pricing Model”, Pauline M. Ahern, Richard A. Michelfelder, Ph.D., 
Rutgers University, Dylan W. D’Ascendis, and Frank J. Hanley, The Electricitv Journal (May, 

16 

201 3). 
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A. Mr. Mease’s criticism of the long-term average holding period returns for the 

period 1926-2013 is unnecessary for the reasons given by lbbotson Associates 

in its SBBl - 2014. Mr. Mease himself relied in part upon the arithmetic mean 

historical return on large company common stocks in developing his market risk 

premium for his CAPM model which he then averaged with a higher equity risk 

premium. 

Mr. Mease states on lines 3 - 5 on page 20 of his direct testimony that the 

“use of total stock returns over the 1926-2012 period, in connection with bond 

yields over the same period, implies that investors in 2013 would expect the 

same type of relationships.” More than ever, given the recent deep recession 

experienced by the U.S. and international markets, unprecedented 

unemployment, continuing stock market volatility, etc., an appreciation of what 

can occur over the long historical period of 1926-2013 is necessary for investors 

in formulating their expectations. At the present time, it is still unclear how 

rapidly, smoothly or persistently the continued slow economic recovery will be, 

Hence, SBBl - 201 3 Valuation’s words are more relevant than ever37: 

Some analysts estimate the expected equity risk premium using a 
shorter, more recent time period on the basis that recent events are 
more likely to be repeated in the near future; furthermore, they 
believe that the 4920s, 1930s, and 1940s contain too many unusual 
events. This view is suspect because all periods contain “unusual” 
events. Some of the most unusual events of the last hundred years 
took place quite recently, including the inflation of the late 1970s 
and early 1980s, the October 1987 stock market crash, the collapse 
of the high-yield bond market, the major contraction and 
consoUdation of the thrift industry, the collapse of the Soviet Union, 

SBBl - 2013 Valuation 59. 
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the development of the European Economic Community, the 
attacks of September I 1  , 2001 and the more recent liquidity crisis 
of 2008 and 2009. 

It is even difficult for economists to predict the economic 
environment of the future. For example, if one were analyzing the 
stock market in j987 before the crash, it would be statistically 
improbable to predict the impending short-term volatility without 
considering the stock market crash and market volatility of the 
1929-1931 period. 

Without an appreciation of the 1920s and 1930s, no one would 
believe that such events could happen. The 87-year period starting 
with 1926 is representative of what can happen: it includes high 
and low returns, volatile and quiet markets, war and peace, inflation 
and deflation, and prosperity an depression. Restricting attention to 
a shorter historical period underestimate the amount of change that 
could occur in a long future period. Finally, because historical 
event-types (not specific events) tend to repeat themselves, long- 
run capital market return studies can reveal a great deal about the 
future. Investors probably expect “unusual” events to occur from 
time to time and their expectations reflect this. 

In addition, the use of the long-term arithmetic mean, by both myself anc 

Mr. Mease in part, is consistent with the long-term investment horizon of utilities 

common stock. The typical application of the DCF model used in regulatior 

presumes an infinite, i.e., long-term, investment horizon and a constant growtl 

rate. This presumption of a constant growth rate is no different than thc 

presumption of a constant equity risk premium based upon long-term historica 

holding period returns. Both must be expectationally constant. 

As stated above, the foregoing confirms that the CAPM and RPM an 

similar to the DCF model. The use of a very long-term historic mean equity risl 

premium does not mean that it is actually constant from year to year in order fa 
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Q. 

A. 

Q. 

A. 

the model to be valid, because the equity risk premium may vary randomly 

around some average expected value. 

On line 15 o n  page  20 through line 2 on page 21 of his prepared direct 

testimony, Mr. Mease criticizes your u s e  of the ECAPM and  projected 

interest rates in your CAPM analysis. Please comment. 

I have previously addressed both the validity of the ECAPM and the use of 

projected interest rates, consistent with the prospective nature of both the cost of 

capital and ratemaking. 

o n  page 21 of his  direct testimony, Mr. Mease cit& your  

as stating that you “averaged the prospective and 

of U.S. Treasury Securities because  the Federal Bank is 

rates low until certain economic 

in my direct testimony in this 

rate forecasts for the six quarters 

I, 2013 Blue Chip, the 

r forecasts from the 

\ 

\ 

”’”., 
Chip. 

B U S I N E ~  RISK ADJUSTMENT 

Q. At fine 14 on page 22 through line I 9  o n  page 25 of his direct testimony, Mr. 

Mease “disagrees” with the bus iness  risk adjustment to your 

recommended common equity cost rate based upon EWAZ’s small size. 

Do you agree? 
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\. No. As stated previously in both this testimony and my direct testimony, EWAZs 

size is a risk factor which must be taken into account in developing a common 

equity cost rate for EWAZ. To reiterate, the rate of return established by the 

Commission in this proceeding will be applied to EWAZ’s jurisdictional rate base. 

Also, as discussed previously, it is a generally-accepted financial principle that 

the risk of any investment is directly related to the assets in which the capital is 

invested. The Commission must focus on the risk and return of an investment in 

EWAZ‘s jurisdictional rate base alone because it is only EWAZ’s rates which will 

be set in this proceeding and it is only EWAZs rate base which serves its 

customers. 

:REDIT RISK ADJUSTMENT 

2, On page 26, line I through page 28, line 17 of his direct testimony, Mr, 

Mease “disagrees” with your credit risk adjustment. Please comment. 

Despite Mr, Mease‘s disagreement, based upon the rationale provided in rnq 

direct testimony at page 16, lines 7 - 12 is still applicable, since EPCOR Utilities 

upgraded S&P bond / credit rating of A- is still lower than the S&P / Moody’$ 

bond ratings of his sample water utilities, A+ / A’l/A2 as shown on page 6 o 

Schedule 9, indicating greater credit risk for EWAZ. Therefore, an upward credi 

risk adjustment of 24 basis points as previously discussed is warranted. 

4. 

3ESPONSE TO MR. PATTERSON CRITICISMS 

2. 

4. 

Mr. Patterson opposes a small company risk premium. Please respond. 

The reasonableness of a small company risk premium has been addressed a 

length in this testimony and in my direct testimony. 
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RESPONSE TO MR. THORNTON CRITICISMS 

Q. Please respond to Mr. Thornton’s expected real returns on the market from 

6.4% to 6.7% from Jeremy Siegel’s “Stocks for the Long Run” 

Even though Mr. Thornton did not provide any analysis of his own, he 

volunteered “real returns” on stocks ranging from 6.4% to 6.7%, and adding an 

inflation rate of 2.4% resulting in an expected total market return of between 

8.8% - 9.1%. A review of the excerpt from Chapter 5 from Jeremy Siegel’s 

“Stocks for the Long Run” provided in response to EPCOR 1-1 indicates in a note 

to Table 5-1 referenced by Mr. Thornton, that the 6.4% real return on stocks from 

1926 - 2012 is a compound annual return, Le., geometric return, which is not 

appropriate for cost of capital purposes. The appropriate arithmetic mean 

historical total returns of the market from .I 926-2013 from SBBl is 12.05% (on a 

monthly basis) and 12.1% on an annual basis and prospective returns on the 

market are 10.24% and 14.35% based upon Value Line and the PRPMTM, 

respectively as shown in note I on page 15 of Schedule 9. In view of this 

evidence, Mr. Thornton’s use of Dr. Siegel’s return on the market to criticize my 

initial recommended common equity cost rate of 10.7% should be dismissed. 

4. 

JPDATED OVERALL COST OF CAPITAL AND RATE OF RETURN ON COMMON 

iQUITY 

Have you updated you recommended overall rate of return and rate of 

return on common equity for EWAZ? 

Yes. Page I of Schedule 9 shows my updated common equity cost rate 

recommendation of 10.25%. In arriving at my updated common equity cost rate 
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P. 

4. 

recommendation, I have applied the same three cost of common equity models 

in a manner identical to their application in my direct testimony, with the 

exception that I relied exclusively upon forecasted interest rates in my risk 

premium and CAPM analyses. Adding Mr. Cassidy's 60 basis points upward 

economic assessment adjustment "[iln consideration of the relatively uncertain 

status of the economy and the market that currently to the updated 

common equity cost rate of 10.25% results in a 10.85% common equity cost rate, 

for a range of 10.25% - 10.85% with a midpoint of 10.55%, which in my opinion is 

a reasonable common equity cost rate for EWAZ in the current economic and 

capital market environment. 

Does that conclude your rebuttal testimony? 

Yes. 

Mr. Cassidy's direct testimony, page 39, lines 11 - 12. 38 
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i l  b *  
EPCOR Arizona Water Inc. 

Market-toBwk Ratlos, Eamlngs I Book Ratlos and 
Inflation for Standard & Poor's Industrial Index and 

the Standard 8 POOI'S 500 Composite Index 
from 1947 thmush 2013 

Markel- 
to-Book 

Year Ratlo (1) 

1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1965 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1976 
1976 
1977 
1076 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1969 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 I 

S8P Industrial 
Index (3) 

1.23 
1.13 
1.00 
1.16 
1.27 
1.29 
1.21 
1.45 
1.81 
1.92 
1.71 
1.70 
1.94 
1 .82 
2.01 
1.63 
1.94 
2.16 
2.21 
2.00 
2.05 
2.17 
210  
1.71 
1.99 
2.16 
1.96 
1.39 
1.34 
1.51 
1.38 
1.25 
1.23 
1.31 
1.24 
1.17 
1.45 
1.46 
1.67 
2.02 
2.50 
2.13 
2.56 
2.63 
2.77 
3.29 
3.72 
3.73 
4.06 
4.79 
5.86 
7.13 
8.27 
7.61 

NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 

S&P 500 
Composite 
Index (3) 

NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 

2.64 
3.00 
3.53 
4.<6 
4.76 
4.51 
3.50 
2.93 
2.78 
2.91 
2.78 
2.77 
2.84 
224  
1.87 
2.09 
2.07 

2012 NA 2.56 
2013 NA 2.10 

2.95 - 2.34 
P 

Average 

Earnlngd 
Book Ratlo (2) 

sap IndUStdal 
Index (3) 

13.0 % 
17.3 
16.3 
18.3 
14.4 
12.7 
12.7 
13.5 
18.0 
13.7 
12.5 
9.8 

11.2 
10.3 
9.8 

10.9 
11.4 
12.3 
13.2 
13.2 
12.1 
12.6 
12.1 
10.4 
11.2 
12.0 
14.6 
14.8 
12.3 
14.5 
14.6 
15.3 
17.2 
15.6 
14.9 
11.3 
12.2 
14.6 
12.2 
11.5 
15.7 
19.0 
18.5 
16.3 
10.8 
13.0 
15.7 
23.0 
22.9 
24.8 
24.6 
21.3 
25.2 
23.9 

NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 

S&P 500 
Composite 
Index (3) 

NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 

16.0 % 
18.8 
16.3 
14.5 
17.1 
18.2 
7.4 
8.3 

14.1 
15.3 
16.4 
17.0 
12.8 
3.0 

10.6 
14.2 
14.6 
13.5 

NA 14.5 

13.6 % 
P 

14.9 % - 

infiatlon (4) 

9.0 % 
2.7 

(1.8) 
5,8 
5.9 
0.9 
0.6 

0.4 
2.9 
3.0 
1.8 
1.5 
1.5 
0.7 
1.2 
1.7 
1.2 
1.9 
3.4 
3.0 
4.7 
6.1 
5.5 
3.4 
3.4 
0.8 

(0.5) 

12.2 
7.0 
4.8 
8.8 
9.0 

13.3 
12.4 
8.9 
3.9 
3.8 
4.0 
3.8 
1.1 
4.4 
4.4 
4.7 
e. 1 
3.1 
2.9 
2.8 
2.7 
2.5 
3.3 
1.7 
1.6 
2.7 
3.4 
1.5 
2.4 
1.9 
3.3 
3.4 
2.5 
4.1 
0.1 
2.7 
1.5 
3.0 
1.7 
1.5 

2.4 % 

Exhibit PMA-RT 1 
Schedule 1 

Earnings I Book Ratio - Net of InRalIon 

4.0 % 
14.6 
18.1 
12.5 
6.5 

11.8 
12.1 
14.0 
15.6 
10.8 
9.5 
8.0 
9.7 
8.8 
9.1 
9.7 
9.7 

11.1 
11.3 
9.8 
9.1 
7.9 
6.0 
4.9 
7.8 
8.6 
6.8 
2.6 
5.3 
9.7 
7.8 
6.3 
3.9 
3.2 
6.0 
7.4 
8.4 

10.6 
8.4 

10.4 
11.3 
14.6 
13.8 
10.2 
7.7 

10.1 
12.9 
20.3 
20.4 
21.5 
22.9 
19.7 
22.5 
20.5 

NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 

10.9 % 
P 

NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 
NA 

, NA 
NA 
NA 
NA 
NA 
NA 
NA 

13.5 % 
13.5 
14.6 
12.9 
14.4 
12.6 
5.8 
5.9 

12.2 
12.0 
13.0 
14.5 
8.7 
2.9 
7.9 

12.7 
11.6 
11.8 
&Q 

11.2 I 

Notes: (1) Market-to-Book Ratlo equals average of the hlgh and low market prlce for the year dlvldad by the average book value. 
(2) EarnIngdBook equals earnlngs per share for the year dlvided by the average book value. 
(3) On January 2,2001 Standard & Poofs released Global Industry ClassiRcatlon Standard (GICS) price Indexes for all Standard & Poor's U.S. Indexes. As a result, all 

S&P Indexes have been calculated with a wmmon base of 100 at a start date of December 31,1994. Also, the GICS Industrial sector Is no1 comparable to the former 
S&P Industrial Index and data for the former S&P Industrial Index was diswntlnued. 

(4) As measured by the Consumer Price Index (CPI). 

Source of Informatlon: Standard &Poor's Securlty Prlw Index Record, 2000 Edltion. p. 40 
Sbndard & Poofs StatlsUcal Sewlw. Current Statlstlcs, March 2013, p. 30 
SIandard & P o o h  Compustat Servlws, Ino. PC Plus Research lnslght Database 
lbbotson SBBi2014 ClassloYearbook 
sp 500 eps est.xlsx. http: /~.splndlces.~m/indlces/equI~~s~500 
Rnance.yahoo.wm 
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EPCOR Water Arizona, Inc. Cost of Capital Calcuhtioii 
Find Cost of Equity Estimates 

Sample Water Utilities 

PCF Method 
Coilstwit Growth DCF Esdmate 
Mdti-shge DCF E s h a t e  
Average DCF Esdmate 

Staffs Estimated Cost of Equity 
Economic Assessment Adjustment 

Sub-Total 
Fhiancial Risk Adjustment 

9.8% 
u 
10.4% 
w 

Total 10.4% 1 
1 From page 3 of this Schedule. 

2 Earnings per share 5-yea1 growth rate projections from Value Line Investment Survey, October 17,2014: 

American States Water 5.5 % 
California Water 7.5 
Aqua America 8.5 
Connecticut Water 6.5 
Middlesex Water 5,O 
SJW Corp 7.0 
York Water 7.0 

Average Sample Water Utlllties 6.7 % 



A (  L k  
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Schedule 3 
Page 2 of I 2  

EPCOR Water Arizona, Inc. Coat of Capitd Cdculatioii 
Multi-Stage DCF Es&nfltes 

Sample Water Utilities 

Curcent Mkt Projected Dividends' (Stage 1 growth) Stage 2 growth3 Equity Cost 

12/17/2014 dl 4 d3 d4 

Estinlate ( ~ 1 ~  -cs=wa Price (IJ~)' 0 2 4 1  Q.1 

American States Water 31.4 0.85 0.90 0.95 1.00 6.5% 8 9% 
California Water '13.5 0.87 0.93 1.00 1.08 6.5% 10.2% 

Connecticut Water 34.9 0.86 0.92 0.98 1.04 6.5% 8.9% 
Middlesex Water 32.3 0.85 0.89 0.94 0.98 6.5% 10.2% 

SJW Corp 32.3 0.86 0.92 0.99 1.06 6.5% 9.2% 

York Water 2 I 9 0.86 0.92 0.99 1.06 6.5% 10.5°/o 

Aqua America 25.9 0.87 0.95 1.03 1.11 6.5% 10.0% 

Aveinge 9.1% 

Where : Pu = current stock price 

D, 
K = costof equity 
n 
D,, = dividend expectedinyearn 

gn 

= dividends expected during stage 1 

= years of non -constant growth 

= constant rate of growth expected after yearn 



Company 

Calculation of Expected Dividend Yield 
PO 

Current' D12 DlB" 

1 American States Water 
2 California Water 
3 Aqua America 

4 Connecticut Water 
5 Middlesex Water 
6 SJW Corp 
7 York Water 

AVERAGE 

Exhibit PMA-RT 1 
Schedule 3 

Page 3 of 12 

$ 34.440 0.85 2.48% 
$ 23.540 0.87 3.68% 
$ 25.870 0.87 3.37% 

$ 34.930 0.86 2.46% 
$ 22.160 0.85 3.84% 
$ 32.250 0.86 2.68% 
$ 21.940 0.86 3.93% 

3.2% 

1 From Schedule JAC-7. 

2 Derived from ACC Witness Cassidy's dividend yield workpaper using the 
Value Line Investment Siwey 5-year forecasted growth in dividends derived 
in note 2 on page 1 of this Schedule. 
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A2 I .43 I .43 I .43 I .44 I -44 
1.56 2.15 1.51 1.59 1.34 1.88 
674 591 637 661 702 6.98 . . . ~  .... 

26.87 I 28.87 1 30.24 I 30.24 I 30.36 I 30.42 
155 I 17.1 I 15.9 1 16.7 I 18.3 I 31.9 

.81 97 1.03 .E6 1.00 1.82 
5.0% 4.2% 4.2% 3.9% 3.6% 3.5% 

:APITAL STRUCTURE as of 6130114 
rota1 Debt $332.2 mill. Due in 6 Yrs 57.6 mill. 

LT Interest earned: 5.7 x: total interest 
mverage: 5.4 x) 
.eases., Uncapltnllred: Annual rentals $2.2 mlll. 
'ension Assets.12MS $127.5 mlll. 

U d  Stock None. 

.T DDbt$310.0 mlll. LT Interest $22.0 dl. 

(39% of Cap'i) 

Obllg. $152.7 mill. 

common Stock 38,709,657 shs. 
IS of 814114 

6.81 7.03 7.88 8.75 9.21 9.74 10.71 11.12 12.12 12.19 12.30 12.95 Revenues persh 14.95 
1.11 1.32 1.45 1.65 1.69 1.70 2.11 2.13 2.48 2.65 2.60 2.75"CashFlow"persh 3.15 
.53 .66 .67 .81 .78 81 1.11 1.12 1.41 1.61 1.45 1.60 EarnlngspershA 1.80 
.44 .45 .46 .48 .50 51 .52 5 5  .64 .76 .83 .87 Dh'dDecPd per sh 8s 1,10 

2.51 2.12 1.95 1.45 2.23 2.08 2.12 2.13 1.77 2.52 225 240 Cap'lSpendlngpersh 2,R 
7.51 7.86 8.32 8.77 8.97 9.70 10.13 10.84 11.80 12.72 12.60 13.05 BookValue persh 15.20 

33.50 33.60 34.10 34.46 34.60 37.06 37.26 37.70 38.53 3832 38.00 37,50 Common Shs Outst'g C 37.50 
232 21.9 27.7 24.0 22.6 21.2 153 15.4 14.3 17.2 Boldflgflmsarn Avg Ann'lPIERatlo 20,O 
1.23 1.17 1.50 1.27 1.36 1.41 1.00 .97 .91 .97 1.25 f";; RelatlvePIERatio 

n Avg Ann'l Dlv'd Yleid 28% 3.6% 3.1% 2.5% 2.5% 2.9% 29% 3.0% 3.2% 3.1% 2.1% 
228.0 236.2 268.6 301.4 318.7 361.0 398.9 419.3 466.9 472.1 455 485 Revenues(Smil1) 560 
16.5 22.5 23.1 28.0 26.8 29.5 41.4 42.0 54.1 62.7 56.0 60.0 NetProflt(Smll1) 71.0 

37.4% 47.0% 40.5% 42.6% 97.8% 38.8% 432% 41.7% 30.9% 36.3% 37.0% 39.0% IncomeTax Rate 39J% - -  -. 122% 8.5% 6.9% 3.2% 5.8% 2.0% 2.5% 5 %  ,5% 2.0% AFUDCX lo NstProfit 20% 
47.7% 50.4% 48.6% 46.9% 46.216 45.9% 44.3% 45.4% 42.2% 39.8% 40.0% 41.0% Long-Term Debt Ratio 42.0% 
52.3% 49.6% 51.4% 53.1% 53.8% 54.1% 55.7% 54.6% 57.8% 60.2% 60.0% 58.0% Commpn EquHy Ratlo 58.0% 
480.4 532.5 551.6 569.4 577.0 665.0 677.4 749.1 787.0 818.4 800 825 Tolal Capltal ($mill) $SO 
664.2 713.2 750.6 776.4 825.3 866.4 855.0 886.5 917.8 9e1.5 1010 1040 NetPlanl($mlll) 1160 
5.2% 5.4% 6.0% 6.7% 6.4% 5.9% 7.6% 7.1% 8.3% 8.9% 8.5% 8.5% Return onTotal Cap'l 8.5" 
6.6% 8.5% 81% 9.3% 8.6% 82% 11.0% 10.3% 11.9% 12.7% 11.5% 12.5% ReturnonShr. Equky 125% 
B.6% 8.5% 6.1% 9.3% 8.6% 8.2% 11J% 10.3% 11.9% 12.7% 11.5% 125% Relurnon Com Equlty f2,5% 
1.0% 2.8% 2.7% 3.9% 3.1% 3.2% 5.0% 5.3% 6.6% 6.8% 8.0% 5.0% RetalnedtoCom Eq 5.5% 
84% 67% 67% 58% 64% 61% 47% 49% 45% 47% 571: 54% AllDlv'dstoNet Prof 58% 

BUSINESS: American States Water Co. operates as a holding ers In the clv of Big Bear Lake and In areas of San Bernardhc 
company. Through Its pdnclpal subsidiary, Goldsn State Water County. Sold Chaparral City Water of Arizona (MI). Has 728 ern- 
Company, It supplies water to more than 250,000 customers in 75 ployees. Officers & directors own 2.9% of common stock (4112 
communllies In 10 counties. Seivlce areas Include the greater Proxy). Chalrman: Lloyd Ross. President & CEO: Robert J. 
mehpolitan areas of Los Angeles and Orange Counties. The com- Spmwls. inc: CA. Addr: 630 East Foothlll Boulevard, San Dlmas, 
pany also provldes electric utlllty sewices to nearly 23,250 custom- CA 91773. Tel: 909-394-3600. Internet: w.aSwater.com. 

American States Water's earnings will looking test year". This allows for faster 
likely decline this year. Share earnings of any higher-than-projected 
were down 13% for the first half of 2014 as zz:?%ince utilities file for rate relief 
the noncore businesses' contribution fell to every three years in California. we are op- 
$0,12, or  50% less than in the similar 2013 timistic that GGWC will receive fair treat- 
period. Results at the main water utility ment on the rate case filed in July for the 
operations also decreased, more than 8%. years 2016, 2017, and 2018. 
as last year's bottom line was aided by a Nonregulnted businesses have solid 
one-ttme recovery of costs. To reflect this, prospects. Through its ASUS subsidiary, 
we have lowered our per-share estimate the com any operates the water systems 
for the compan by $0.15, to  $1.45. at nine 6.S. Army bases. As can be seen 
The outlook &r 2015 is only marginal- from this year, earnings can be choppy 
ly  better. Profits from Golden Gate Water and unpredictable. Nevertheless, with 50- 
Co. (GGWC), American States' main sub- 60 military bases expected to privatize 
sidiary, will be restrained as the utility is their systems over the next five to  10 
bumping up to its allowed return on equi- years, we estimate that ASUS can obtain a 
ty Overall, we think share net can recover fair share of this business. Since the re- 
to $1.60 for the full year. turns on  these operations are higher than 
A favorable re ulatory climate augurs  those from the regulated sector, they 
well for the &WC's long-term pros- should provide a boost to earnin s. 
pects. To the surprise of many utilit in Long-term, income-seeking qnvestors 
vestors, the California Public Utility 80, may like this e uity For starters, the 
mission (CPUC) has been very construc- company has a so%d balance sheet. In ad- 
tive in dealing with water utilities. Per- dition, a 1.25 million share-buyback pro- 
haps realizing the difficult conditions gram was recently initiated. Furthermore, 
facing the state, as a result of the dividend growth prospects through 2017- 
prolonged drought, the CPUC permits 2019 are above average for a water utility. 
rates to be calculated using a "forward- October 17, 201. 

(C) In mlllions, adjusted for spUts. Company's Financial Strength A 
00 

dd due to round1 
lividends historfc%y paid In earl Marcn 

James A. Flood 

Stock's Price Stablllty 
September, and December. D b d  rein: Price Growlh Persistence 85 

hen1 plan available. 90 

http://w.aSwater.com
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._ _ _  - -  18.9 15.6 14.6 16.8 16.7 19.8 Bold&aran AvgAnn'lPIERatlo 19.t 

_ -  _. -- 1.9% 4.2% 3.8% 3.1% 3.4% 2.0% .sffn"ar Avg Ann'l Dlv'd Meld 2,63 
- -  1.14 1.04 3 3  1.05 1.06 1.12 Va'veLfn* RelativePIERaIlo 1.21 -. .. 

-- 2093.1 2214.2 2336.9 2440.7 2710.7 2666.2 2676.9 2801.9 3065 3250 Revenues(Smnn 3921 

S O .  - -  - -  d.97 d2.14 1.10 125 1.53 1.72 2.11 2.08 2,35 260 Earnlngspersh A 

.. _ _  _ _  .- .40 .82 .86 .E1 1.n 3 4  1.18 1.30 Dlv'd Decl'dpersh 61 f,5! 
-. I - -  I 4.31 I 4.74 I 6.31 I 4.50 I 4.38 i 5.27 i 525 i 5.50 I 6.10 I 6.00 iCaa'lSoendlna Dersh I 5.81 

-. 
.- 
- -  - -  
.- 
- -  

__I  ::I 
-_ _. _ _  .. 
--  .. _ -  _ _  _ _  

CAPITAL STRUCTURE as of 6\30/14 
Total Debt $5935.0 mll. Due In 5 Yrs $1034.0 mli. 
LT Debt $5217.5 mil. 
(Total interest coverage: 3.0~) (52% of Cap'l) 

Leases, Uncapltalized: Annual rentals $15.9 mlll. 
Pension Assets 12/13 $1363.8 mlll 

Pfd Stook $16.0 mnl. 

LT Interest 5274.0 mll. 

Obllg. $1494.1 mlll. 
Pfd Div'd f.7 mill 

.- 58.1% 50.9% 53.1% 56.9% 56.8% 55.7% 53.9% 52.4% 54.0% 53.5% Long-TermDebtRatlo 55,0% 
-. 43.9% 49.1% 46.9?? 43.1% 43.2% 442% 46.1% 47.6% 46.0% 46.5% CommonEquIly RsHo 45.01 - -  8692.8 0245.7 8750.2 9289.0 9561.3 9560.3 9635.5 9940.7 10390 M O  TDtalCapllal (tmll) fZOoL - -  8720.6 9318.0 8991.8 10524 11059 11021 11739 12391 1PBOO 132W NetPlant($mlll) 14851 
- -  NMF NMF 3.7% 3.8% 4.4% 4.8% 5.4% 5.1% 6.0% 6.0% ReturnonTotdCap'l 6.5% .- NMF NMF 4.6% 5,2% 6.5% 7.2% 8.4% 7.8% 8.0% 9.5% Return on Shr.Equitv 10.5% 

Common Stock 179,148,916shs. 
as of 7/31/2014 - -  

2 -  - -  MARKET CAP: $8.7 bllllon (large Cap) 
CURRENT POSITION 2012 2013 6/30H4 

24.4 27.0 32.1 C a w  Assets 
Other 475.0 523.3 675.5 
Current Assets 498.4 707.8 

$Mu-) 

.- NMF NMF 4.6% 5.2% 6.5% 7.2% 8.4% 7.8% 9.0% 9.5% Relum on Com Equriy 10.5% 
- _  NMF NMF 3.0% 1.6% 2.8% 3.5% 3.6% 4.7% (0% 4.5% Retalned to Corn Eq 5,5% - -  - -  -- 34% 65% 56% 52% 57% 40% 50% 51% AllDlv'dsIo NeiProf 51% 

Accts Payable 279.6 14.2 192.4 
Debt Due , 385.9 644.5 717.6 
Other 329.3 576.8 325.0 
Current Llab. - 994.8 - 1235.5 - 1234.9 

Book 
CaI- 

endar 
2011 

2013 

2015 
cai- 

mdar 
2011 
2012 
2013 
2014 
2015 
cui- 

mdar 
2010 
2011 
2012 

2014 

i) Dlluted 

2012 

2014 

2013 

Value - -  -5% 2.0% 
QUARTERLY REVENUES ($ mIL) FUII 

Mar.31 Jun,30 Sep.30 Dec.31 Year 
596.7 668.8 760.9 639.8 2688.: 

636.1 724.3 829.2 712.3 2901. 

705 810 940 195 3250 
EARNINGS PERSHAREA FUI~ 

Mar31 Jun. 30 Sep. 30 Dec. 31 Year 
.23 .42 .73 .34 1.72 
.28 .66 .87 .30 2.11 
.32 .57 .84 .33 2.06 
.38 .61 .97 .39 2.35 
.45 .70 1.00 .45 260 

QUARTERLY DIVIDENDS PAD E. FUII 
Mac31 Jun.30 Se~.30 Dec.31 Year 

21  .21 2 2  .22 .86 
.22 2 3  2 3  .23 .91 
2 3  23 25 .SO 1.21 

.28 31 .31 

earnlngs. Exdudes nonrecurdng Pu 

618.5 745.6 83i.e 681.0 2876. 

681.9 759.2 a75 748.8 3065 

- -  .28 2 8  .28 .84 

sses: '08, $4.62; '09, $2.63; '11, $0.07, Dls- 
mtnued operabons: '06, (#); '11, 3$; '12, 
O$). Next earnings report due early Nw. 

-. I --  I di55.8 I d342.3 I 187.2 I 209.9 1 267.8 I 304.9 I 374.3 I 369.3 1 420 I 465 ~NetProfIt(jrnlll) I 681 -. _ _  ._ I -. I 37.4% I 37.9% I 40.4% I 39.5% I 40.7% I 39.1% I 39.0% I 311.5% h o r n s  Tax Rate 1 37.0% 

ing ten 
ave 

irly earnlngs may not sum due lo round- 

r, and December. = Div. hinve;hnent 
118. Two payments made In 4th auarter 

I) Dlvldends pald in March June Sep 
of 2012. (C) In millions. D) lndudss in- Corn any's Flnanclal Strength B+ 

100 
(E)$m firma numbersfor'06 P"07. 
tan lbles In 2013 $1 21 blll& SB.78lshare. StooR's Price Stabillty 

Prloo Growth Persistence 
Earninor Prndielnbililv 

2014 Valua Une PuolsNn LLC Ad r hk kervcd.  Feclusl mMdd Is omained tom SWDI belered lo be'reRabls and Is pMed Mlhoul warrsrdsr 01 an khd 
i E  PLBLSHER IS NOT RE!PONSIBLE!OR ANY ERRORS OR OMISSIONS HEREIN. nds JblmUan Is rlrky for sJbsc lbeh  wn noncommenla1 k w n a l  USB do pari 
R may be npoaxpl. resou narsd M tn any prred Dlcamdc (I Um ,ann. or wefrOr m@ or Wf!g any pmed cwd- p&Stlm. - a podn. 
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00.25 133.50 139.78 142.47 141.49 154.31 

1.18 1.29 1.40 
2.0% 3.0% 3.3% 2.5% 2.5% 2.5% 

~ ~~ 

:APITAL STRUCTURE as of 6130114 
rota1 Debt $1639 9 mlll Due In 6 Vrs 5324.6 mlll 
.T Debt $1481.4 mlll 
Total Interest coverage 3 ax) (48% of Cap'l) 

LT lnlsrest $73 0 mlU. 

'ension Assets-IUIS $232.4 MI. 

Zfd Stock None 
Xmrnon Stock 177,180,169 shares 
as of 7/25/14 

YIARKETCAP: $4.2 billion (Mld Cap) 

Oblig. 5281.2 mll, 

($MU) 
Cash Assets 
Racelvables 
Inventory (AvgCst) 
Other 
Current Assets 

CURRENT POSITION 2012 2013 6/30/14 

5.5 5.1 3.9 
92.8 95.4 100.5 
11.8 11.4 12.3 

150.7 59.8 65.1 
260.9 171.7 201.8 

kccts Payable 55.6 65.8 38.1 
Debt Due 125.4 123.0 158.5 
Other 93.3 78.1 61.4 
CurrenlLlab. 266.9 
FIX. Chg. Cov. 413% 388% 386% 
ANNUAL RATES Past Past Est'd '11-'13 
ofchange (persh) 10 YrS.. 6Yn. ta'17~19 
Revenues 6.5% 4.0% 4.5% 
"Cash Flow" 6.0% 8.0% 10.0% 
Earnlngs 8.5% 11.0% 8.5% 
Dlvldends 7.5% 7.0% 9.0% 
BookValue 8.0% 6.0% 5.5% 

cnl. QUARTERLY REVENUES($ MIL) Full 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2011 163.6 178.3 197.3 172.7 712.0 
2012 164.0 191.7 214.6 187.5 757.8 

--- 

20t3 m.o 195.7 204.3 iaa.6 768.6 
2014 w.7 195.3 210 202 790 
2015 195 210 220 zfo a35 

2011 .la 22 .a .is .a3 

Car. EARNINGS PERSHAKA FUII 
endar Mar.31 Jun.30 Sep.30 Dsc.31 Year 

2012 .15 -24 2 9  .19 .8i 
2013 26 .30 36 2 4  1.1f 
2014 2 4  .31 .40 .25 I.?( 
2015 -27 32 A0 .3f f.3 
c.1. QUARTERLY DIVDENDS PAID FUII 

endar Mar.31 Jun.30 Set130 Dec.31 Yew 
2010 ,116 ,116 ,116 ,124 .4i 
2011 .I24 ,124 .I24 .I32 .5( 
2012 ,132 .132 .I32 .I4 .5 
2013 .I4 .I4 ,152 ,152 .51 
2014 .152 ,152 ,165 

A) Dlluted egs. Exci. nonreo. gains flosses : ea 
99 (9$). '00 2C. '01,2$; '02,4$; '03,3$; '12, (6 
i8 i .  Ex& gah fbrn disc. operations: '12, 71; Ju 
13,9$. May not sum due to rounding. Next av 

.51 .57 56 .57 5 8  .62 .72 .83 .87 1.16 t 2 0  1.30 Earnlngs persh A 1.55 
29 32 3 5  3 8  .41 .44 .47 S O  -54 .58 .63 -69 Dlv'd Decl'd per sh E. .90 

1.231 1.471 1.641 1,431 1.581 1.681 1.891 1.901 1.981 1.731 1 .85 )  1.9$ICap'lSpendlngpersh I f.95 
4.71 I 5.04 I 5.57 I 5.65 I 6.26 I 6.50 I 6.81 1 721 I 7.80 1 8.63 I 8.85 I U S  lBookValuep6rh 1 11.00 

~ 

25.1 I 31.8 1 34.7 I 320 I 24.9 I 23.i I 21.1 1 21.3 I 21.9 I 212 I Bddl i r rbesors  lAvg Ann'lPIERatIo I 21.5 
1.33 I 1.69 I 1.87 I 1.70 I 1.50 I 1.54 I 1.34 I 1.34 I 1.39 I 1.19 I v * l W n s  IReiatIvePIERatlo I 1.35 
2.3% 1.8% 1.8% 2.1% 2.8% 3.1% 3.1% 2.8% 2.8% 2.4% Avg Ann'l Dlv'd Vleld 2.6% 

80.0 91.2 92.0 95.0 87.9 104.4 124.0 144.8 153.1 205.0 210 225 NetProflt($mlH] 265 
39.4% 38.4% 30.6% 36.9% 39.7% 39.4% 39.2% 32.9% 39.0% 10.0% 30.0% 30.0% IncomeTax Rate 30.0% 

w'iniaCr 

442.0 496.8 533.5 602.5 627.0 670.5 726.1 712.0 757.6 768.6 790 835 R~VenURs [Smlll) 950 

BUSINESS: Aqua Amerlca, Inc is lhe holdlng company for water & other, 23.9%. Officers and dlreclors own 3% of the common 
and wastewater utiiltles that serve approxlrnately lhraa rnllllon msl- stock; Vangurad Group, 6.6%: State Street Capltal Corp., 8.35, 
dents In Pennsylvania, Ohlo, Norlh Camllna, IUlnols, Texas, NRW Bleckmck, Inc, 6 1% (4114 Prow). Chalrman & Chlef Executive Of- 
Jersey, Fiodda, Indlana, and flve other states. Acqulrad liter. Nlcholas DaBenedlctis. Incorporated: Pennsylvania. Address: 
AquaSource. 7/03; Consumers Water, 4/99; and others. Water sup- 762 West Lancasler Avenue, BIYII MRWr, Pennsylvanla 19010. Td- 
ply revenues '13: rasldanllal, 60.3%; commercial, 15.6%; Industrial ephone: 610-525-1400. Internet: w.aquaarnerica.com. 

Aqua America recently raised its 2013 was an incredibly successful year. 
quarterly payout a hefty 8.6%. A s  we Moreover, the unusually wet weather in 
expected, the company increased the divi- the second quarter held back demand, and 
dend from $0.152 to $0.165. an above- Aqua's promising nonregulated business is 
average rate for a water utility. What's posting losses due to, what we believe, is a 
more, thanks to  the company's strong cash temporary problem. Indeed, for 2015 
generation, annual dividend increases through late decade, we expect earnings 
should remain in the 8%-10% range per share to increase about 8% annually. 
through 2017-2019, despite the company's 
large construction program. 
Tuck-in acquisitions will remain a key 
element in Aqua's expansion strategy. 
The company states that it has purchased 
300 corn anies since it was founded. This 
year, ei&t small water s stems have been 
purchased, and another f2 deals are likely 
to be completed by yearend, We wouldn't 
be surprised if the pace picked up in the 
years ahead as many municipal1 - owned 
water utilities don't have the &nds re- 
quired to upgrade their aging infrastruc- 
tures. With its expertise and size. Aqua is 
able to integrate the new companies and 
squeeze more profits out of them. 
The profit outlook is encouraging. 
Share earnings should improve only 
marginally t h i s  year, but that would be a 
relativelv good showing considerhsr that 

The balance sheet is st rong enough t o  
handle the company's ambitious con- 
struction pro ram. Aqua plans on 
spending $1 bifion over the next three 
years to modernize its pipelines and 
facilities. Internally generated funds 
should cover a large portion of the ex- 
penditures, so the company's finances 
should remain in solid shape. 
These. shares have a lot to offer 
income-oriented investors. Compared 
to  other water utilities, the current yield is 
slightly subpar. This is a small premium 
t o  pay, however, for Aqua's strong divi- 
dend growth prospects. In ' addition, the 
stock's total return potential is attractive 
considering its low Beta (.70), and high 
gades  for Stock Price Stability (100) and 

James A.  Flood October 17, 201. 
arnings Predictability (95). 
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PERFORMANCE 3 Average 

Technical 3 Avenge 

SAFETY 3 Average 

BETA .60 (1.00 = Market) 

Flnanclal Strength B 

Prlce Stablllty 90 

Prlce Growth Perslstence 40 

Earnlngs Predlctablllly 85 

I I I I I I 
I I I 2 

~~ 

ct)VALIIELlNEPUBLISHINGGLCI 2006 1 2007 I 2008 I 2009 I 2010 1 2011 I 2012 I 2013 I 2014 I 201512016 

SALES PER sn 
"CASH FLOW" PER SH 

ASSETS (tmlll.) 2012 2013 613oH4 

Sales fmo% -3.5% Recelvables 8.7 8.1 8.4 
"Cash Flow" 2.5% -8.W Inventory 1.4 1.5 1.7 

13,5 13.3 12A Dlvldends Current Assets Book Value 

ANNUAL RATES 
of change (per share) 5 Yrs. 1 Yr. cash Assets .6 .4 .4 

Eamlngs 1.0% -17.0% Other 3.3 1.B 
::% 

Fiscal QUARTERLY SALES ($mill,) Full edY, Plant 
year I I' '' 3Q 4Q lyear iEqdp at cost 454.4 '472.9 - -  

AecumDeireclalbn 83.8 89.8 - -  
12/31/12 16.7 17.9 19.0 17.0 70.6 Net Properly 370.6 383.1 387.9 

7.6 7.4 7.6 12/31/13 16.3 17.8 18.1 16.9 69.1 - - -  mer 
12/31/14 16.9 17.9 Total Assels 391.7 403.8 407.9 
12/31/15 

LIABILITIES ($mill.) 
Flscal 3.5 4.1 3.3 
Year 1Q Q 3P 4P Year DeblDue 12.6 12,2 12.7 

8.8 9.3 9.9 12/31/11 .I4 .23 .26 2 0  .E3 - - -  Other 
24.9 25.6 25.9 12/31/12 .28 .32 .33 2 0  113 C m n t  Llab 

12/31/13 20 2 8  .29 .17 .94 
12/31/14 23 .22 .34 2 3  
12/31/15 -28 LONG-TERM DEBT AND EQUlN 

EARNINGS PER SHARE Full ~d~ payable 

I S  of 6/30/14 

LTDebt5105'5ml11' 
lncludlng Cap* Leases NA 

cat. QUARTERLY DIVIDENDS PAID Full 
endar la 2Q 3Q 49 Year Total Debt $118.1 mill. Due In 5 Yrs. NA 
2011 .19 .19 .I9 .193 .76 
2012 (46% of Cap'l) ,193 .I98 .I98 ,203 .79 
2013 203 206 ,206 ,209 Leases, Uncapllallzed Annual renlals NA 
2014 ,209 ,212 ,212 

Pension Uablllty $2 mM. In '13 vs. 3.4 fill. In '12 
INSTITUTIONAL DECISIONS 

~ ' $ 3  1 ~ ~ 1 4  2 ~ 1 1 4  Pld Slock Nom Pld Dlv'd Pald None - 
Common SIock8,891,643 shares 

(54% of Cap'l) 
tD BUY 17 28 
to Sell 34 25 
Hld'afMO\ 2952 3092 3132 

BUSINESS: Artesian Resources Corporation, through its 
eight wholly owned subsidiaries, provides water, wastewa- 
ter, and other services on the Delmarva Peninsula. It 
distributes and sells water to residential, commercial, indus- 
trial, municipal, and utility customers in Delaware, Mary- 
land, and Pennsylvania Artesian Water Company, Inc., or 
Artesian Water, the company's principal subsidiary, is the 
oldest and largest public water utility in Delaware and has 
been providing water service within the state since 1905. 
Artesian Resources offers water for public and private fire 
protection to customers in its service territories. In addition, 
it provides contract water and wastewater services, water 
and sewer service line protection plans, and wastewater 
management services, as well as design, construction, and 
engineering services. As of June 30, 2014, the company 
served approximately 80,200 metered water customers. Has 
237 employees. Chairman, C.E.O. & President: Dian C. 
Taylor. Address: 664 Churchmans Rd., Newark, DE 19702. 
Tel.: (302) 453-6900. Internet: 
http://www..esianwater,com. 

October 17, 2014 

TOTAL SHAREHOLDER RETURN 

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs. 

Dlvldends plus appreclatlon as of 0/30/2014 

8.52% -8.55% -5.93% 29.00% 45.87% 



N D J F M A M J J  ' 
IOSU, 0 0 0 0 0 0 0 0 0 ... *' ... 
Oplbnr 0 0 0 0 1 0 0 0 0 -.- loson 0 0 0 0 0 0 1 0 0  
Instltutlonal Declslons 

... ***. 
' 

azo18 101014 IQ2014 18. 
74 64 67 shares 12- 

1998 1999 2000 2001 2002 2003 
7.38 7.88 8.08 8.13 8.87 8.18 
1.30 1.37 1.26 1.10 1.32 1.26 
.73 .77 .06 A7 6 3  .61 
.54 .54 .55 .56 .56 -56 

1.37 1.72 1.23 204 2.91 2.18 

;; 
I ;;: I 6.45 I 6.48 1 6.56 1 7.22 

2524 25.87 30.29 30.36 30.36 33.86 
19.6 27.1 18.8 22.1 

1.01 1.27 1.39 1.08 1.26 
4.2% 4.0% 4.3% 4.4% 4.5% 4.2% 

C F A L  STRUCTURE as of 6130114 
Total Dsbt $511 1 mlll. Due In 5 Yrs $89.3 rnlll. 
LT Debt $423.3 mlll. 
(LT Interest earned' 3 . 4 ~ ;  told Int cov.: 3.2~) 

Penalon Assrts-lill3 $266.2 rnB. 

Pfd Stock None 

Common Stock 47,803,849 shs 
as of 7/26/14 

LT Interest $28.0 mill. 

(42% of Cap'l) 

Obllg. $383.2 mlll. 

MARKET CAP: $1.1 bllllon (Mid Cap) 
CURRENT POSITION 2012 2013 6150114 

38.8 27.5 29.7 Cash Assets 
107.8 112.0 121.1 Other 

Current Assets 146.6 130.6 150.8 

($MU) 

--- 

36.73 36.78 41.31 41.33 41-45 

1.06 1.33 1.58 1.39 1.18 
3.9% 3.1% 2.9% 3.0% 3.1% 

24.1 19.8 19.4 19.3 23.4 24.8 
16.7 16.9 16.7 16.8 16.4 20.3 
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10.13 1 10.45 I 10.76 I 1128 I 12.54 I 12.90 I 13.30 IBookValuepGshc 
41.53 1 41.67 I 41.82 I 41.98 I 47.74 I 48.00 I 48.00 ICommonShs Outsl'g 0 

19.7 I 20.3 I 21.3 I 17.8 I 20.1 I B O M ~ ~ ~ W U V  IAvaAnn'lPIERallo 
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-16 
-12 
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7- i  9 
16.50 
3.00 
1.50 
.94 
3.20 

15.fO 
50.00 
20.0 
1.25 

3.1% 
825 
76.0 

30.0% 

49.0% 
51,0% 
1435 
1850 
6.5% 

jO.O% 
10.0% 
4.0% 
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BUSINESS: California Water Setvlce Gmup pmvldes regulated and breakdown, '13: resldentlal. 70% buslness, 19%; puMlc at 
nonregulated water senrlca to roughly 471,900 customers In 83 So& Industdal, 5%; other 1%. '13 reporled depreaatlon rata: 3.8%. 
mmmunities In Califamfa, Washington, New Mexlca, and HawaN. Has 1,131 employees. Prestdenl, Chalman, and Chief Exewtive 
Maln service areas: San Frandsw Bay area, Sacramento Valley, Ofilcer: Peter C. Nelson. ha: Delaware. Address: 1720 North Flrst 
Sallnas Valley, San Jcaquin Valley 8 parts of Los Angeles. A& Skeet San Jose, California 95112-4588. Telephone: 408-367- 
qulred Rlo Grande Cop; West Hawall Utilltles (9108). Revenue 6200. Internet w.calwatergroup.com. 

A final ruling has been made  on Cali- California Water? In the short term, the 
fornia Water Service Group's rate impact appears to be minimal, Manage- 
case. After a 25-month process, the Call- ment is optimistic that the combination of 
fornia Public Utility Commission (CPUC) the utility's own wells along with a de- 
issued a decision in mid-August, The utili- pendable supplier of bulk water, should re- 
ty was allowed to raise rates by $45 mil- sult in the service area's needs being met. 
lion this year, and an additional $10 mil- The CPUC's recent decision also augurs 
lion in both 2015 and 2016. well for future regulation. So, should the 
We believe that this is good news for price of purchased water increase, Califor- 
the company. Although the decision was nia Water will probably be allowed to pass 
anticipated, regulatory rulin s always the higher costs along to its ratepayers, 
carry risks until they are compfetely final- Dividend growth prospects are much 
ked. This is especially true in states that improved. Over the past five- and 10- 
have not always been reasonable with util- year period, the company's average annual 
ities seeklng higher rates, Also, since peti- payout has been a paltry 1.0% and 1.5%, 
tions to increase tariffs are only filed every respectively, well below the industry 
three years in California, a harsh ruling norms. Through 2017-2019, this trend 
can have a negative impact on a utility for should change as we expect the annual 
quite some time. dividend increase to average 7%, a higher 
We are increasing our earnings es- rate than most of its peers, Part of our 
timates. The rate hikes will start to forecast is based on the assumption that 
benefit the company in the fourth quarter, the regulatory climate will remain con- 
enabling California Water t o  top last structive as the utility's next rate case 
year's earnings per share by a few cents. should be decided before 2018. 
And, with these rates in effect for all of These neutrally ranked shares have 
2015, we look for earnings to rise a strong modestly above-average, long-term to- 
1496, to $1.20. tal return potential for a water utility. 
How is the ongoing drought  affecting James A. FIood October 17, 201. 
I Dlv'd relnvastmenl plan avallable. (E] Excludes non-reg. rev. Corn any's Flnanclal Strength B++ 
13. lntanglble auets. in '13 $18.2 mlll., 
Ich Prim Growlh Perslsiance 40 

I Stod's Prlce Stablllty 95 

http://w.calwatergroup.com


l e ?  1 .  
Exhibit PMA-RT 1 

10.6% 
3.1% 
71% 

8.52 I 8.61 1 8.92 I 9.25 I 10.06 I 10.46 
6.80 I 7.26 I 7.28 I 7.65 I 7.9j I 7.97 
15.5 I 182 i 182 I 21.5 I 24.3 I 23.5 

7.8% 7.0% 8.7% 8.1% 9.4% 8.7% 8.3% 7.3% 88% 9.5% 10.0% Return onComEquiiy fO.O% 
3% NMF 1.6% 1.9% 2.3% 1.6% 1.4% 2.8% 3.8% 1 5 %  (5% RelainedloComEq 4.0% 
95% 105% 82% 79% 76% 81% 83% 62% 59% 55% 54% AllDlv'dstoNeIPmf fl% 

.81 1.04 1.18 1.10 1.33 1.34 
4.9% 4.2% 4.0% 3.3% 3.0% 3.0% 

CAPITAL STRUCTURE as of 6130114 
rota1 Debt $178.1 mil. Dun In 6 Yrs $18.8 mlll. 
LT Debt $173 9 mil. 
Total interest wverage: 4.4~)  

Laasas, Uncapitalized: Annual mntals 1.1 mill. 
Pension Asssts $56.8 ml .  

Pfd Stock $0.8 mill. Pfd Dlvd NMF ' 

LT Intorsst 57.0 mlll, 

(47% of Cap'l) 

Obllg. $64.2 mlll. 

:ommon Stock 11,098,574 shs. 
16 of 7/31/14 
MARKET CAP: $360 mllllon [Small Cap] 
SUP.f.tT POSITION 2012 2013 6/30/14 

:asXiZets 13.2 18.4 10.6 

Xher 11.7 16.2 19.5 
4ccounts Recelvable 113  12.3 12.1 

;went Assets 
4ccts Payable 10.0 10.8 8.2 

Xher 2.9 7.8 8.5 
h b t  Due 3.0 4.1 4.2 

:urrent Liab. 22.7 22.9 
3x. Chg. Cov. 408% 375% 315% 

fciunp(parsh) 10Ym SYK. to'I7JlS 
?venuBs 4.0% 5.0% 6.0% 
Cash Flow" 3.0% 6.5% 5.0% 
Zarnlngs 2.5% 8.0% 6.5% 
)lvldends 1.6% 2.0% 4.0% 
3ookValue 6.0% 8.0% 3.5% 

2NNUAL RATES Past Pas1 EEt'd'1143 

7.0% 1 5.0% I 4.9% I 5.5% I 5.9% I 5.5% I 5.4% I 4.9% 1 4.8% I 5.8% I 8.0% I 6.0% [Return on-TolalCap'l I 8.5% 
10.6% I 7.6% I 8.8% I 8.7% I 9.0% 1 8.3% I 8.6% 1 8.3% I 73% I 9.2% 1 8.5% I 10.0% IReturn on Shr. Eaulhr I fO.O% 

holdlng company, whose Income Is derived from earnlngs of 16 Water, l2k2. Inc.: CT. Has about 260 employees. Chalr- 
wholly-owned subsldlary companies (regulated water utllffles). Its manlPresidentlCE0 Eiic W. Thomburg. Omcers and dlreotors own 
largest subsidiary, Connecllcut Water, acmunted for about 85% of 2.4% of the common stock; ElackRock, Inc. 7.3%; The Vanguard 
the holdlng company's net Income In 2012, and provides water Group, 3.8% (4114 proxy). Address: 93 West Main Street, Clinton, 
sewlces to 400.000 ueoDle In 55 towns thmahout Connectlcut and CT 08413. Teleohone: (8801 868-8836. Internet w c t w a l s r  m m  

Connecticut Water Service's dividend 
policy has recently become more gen- 
erous. In August, the utility increased the 
quarterly payout by $0.04 a share on an 
annual basis, or  4.0%. For the previous 
five years, the annual increase had only 
been $0.02, or about 2%. 
Earnings prospects through 2015 are 
encouraging. Last year, Connecticut 
Water allowed the proceeds of a tax refund 
to flow through to its ratepayers. In ex- 
change for doin so, the Connecticut Pub- 
lic Regulatory k thor i ty  (CPRA) allowed 
the utility to keep the benefits accrued 
from this source in 2014 and beyond. Thus 
far, the situation appears t o  be a win-win, 
as ratepayers' bills have declined, while 
the utility's profits have gone up. Indeed, 
we have raised our estimates for the  com- 
pany's share earnings by $0.10 for both 
this year and next, to $1.85 and $1.95, 
respectively. 
Connecticut Water is trying t o  in- 
crease its rate base. Utilities make 
money by earning a return on their assets. 
By enlarging the customer base, the com- 
pany hopes t o  see revenues and profits 
rise. Currently, its pipeline system is 

being expanded to include the town  of 
Mansfield, and Storrs, the home of the 
University of Connecticut's main campus, 
which is the size of a small city 
Consolidation of operations should 
lower costs. Roughly 20% of the utility's 
revenues come from the state of Maine. 
Connecticut is merging Biddleford and 
Saco, which was acquired in early 2012, 
into its other utility in the state. This 
should reduce many redundant adminis- 
trative costs, 
The  regulatory climate in Connecticut 
appears t o  be  im roving. Value Line 
currently rates the 8PRA as Below Aver- 
age, compared to the regulatory bodies in  
other states. However, the recent rulings 
with the water utility have been very rea- 
sonable. This augurs well for Connecticut 
Water in the long term. 
These shares continue to be ranked  to 
outperform the market averages in 
the year ahead. However, even though 
we have raised our earnings and dividend 
pro ections for the company through 2017- 
2Oi9, the equity's total return potential is 
only about average for a water utility. 
James A. Flood October 17, 201 4 

September, and December. 1 DNd rei% UonfS2,87 a share, 

mlllbns, adjusted for split. 
icludes Intanalbles. In '13: $31.7 mid Erminas Prndielrblllhr 

Company's Flnanclal Strength E+ 

Price Growth Persistenon 
ent Inn awllabla. Stock's Prlco Slablllty 90 
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.70 1.00 1.87 1.26 1.28 1.71 
5.4% 4.4% 42% 3.8% 3.7% 3.5% 

CAPITAL STRUCTURE as OfblJOfi4 
Tolal Dsbl5165.7 mill, Dun In 6 Y R  $56.4 mlil. 
LT DsblS132.2 mlll. 
(LT Interest earned: 6 .0~ )  

LT lnlernst 54.2 mill. 

(40% of Capl) 

Pension Asssts42H9 $46.4 mlll. 

Pfd Stock $2.4 mlll. Pfd Dlv'd S.1 mlll. 
Obllg. $56.0 mlll. 

Common Stock 16,056,825 shs. 
as of 7N1114 

MARKET CAP: $325 mllllon (Small Cap) 
CURRENT POSITION 2012 2013 6fJW14 

(SMW 
Cash Assets 

21.6 21.0 23.5 Other 
Current Assets 24.8 25.8 -28.8 

3.0 4.8 5.1 -- 
Accts Payable 3.8 6.3 6.7 
Debt Due 11.1 33.8 33.5 

41.1 12.8 14.3 Other 
Current Liab. 56.0 52.7 54.5 

--- 
Middlesex Water's stock price has 
been weak of late. Since our last report 
three months ago, the shares have 
declined 7% in value, while the market 
averages have remained flat. 
Will Middlesex's IO-year streak 
remain intact? Every year since 2004, 
the utility has raised its annual payout by 
$0.01 a share. This average rate of 1.5% is 
very low when compared to  the year1 pay- 
out hikes made by others in the in&stry. 
Probably sometime during the week of No- 
vember loth, the company will announce 
the new dividend for the year ahead. We 
are being conservative and estimating that 
the a out will only be raised another 
$0.0&5\1a auarter, t o  $0.1925, or an an- 

Sayreville. Still, we are expecting the in- 
crease in share net t o  decline t o  a still fair- 
ly healthy 7% level, Next year, we are 
looking for a more modest increase of 5%, 
which will be more representative of the 
corn any's future earnings potential. 
Migdlesex is gettin more involved in 
nonregulated mar8ets. The utility 
recently took over the water operations at 
Dover Air Force Base in Delaware. More 
and more, U.S. military posts are looking 
to privatize these systems. Competition in 
this sector is strong as there are other util- 
ities that are better capitalized and have 
greater expertise in this field. Predicting 
whether this is a one-time occurrence or 
the company can increase its presence 

nuallzed raie of $0.01. A larger dividend here Is difficult. 
increase would not shock us, though, as Middlesex has the highest yield of any 
Middlesex's percentage of dividends to net s tock in Value Lfne's water utility in- 
profit has dropped t o  the low 70s, provid- dustry. Investors should not be overly im- 
ing it with some flexibility pressed by this, however. That's because 
Earnings growth is decent. Last ear, the equity's dividend growth and total re- 
the bottom line experienced a s o l d  im- turn potential through 2017-2019 are  sub- 
provement as earnings per share rose over par com ared to those of its peers. Indeed, 
14%. In 2014, the im lementation of rate the yielIon the equity is not high enough 
relief in Delaware is gelpin to offset the to compensate for this, in our opinion. 
loss of a major customer, t f e  borough of James A. Flood October 17, 2014 

Corn my's Flnrnclal Strength B+t 

Prlcs Growth Persistence 40 
Sloeis  Price Slablllly 95 

3) Dividends hlstorlcally pald In mld-Feb., Earnings Predlclabllily 80 
' 2014 Value Me Whin LLC AU ri Mr resewed. Fncwal malelsl is oblalned from s m e s  bellwed lo  be rebbla and Is pmdded wivlwt warrenOer of a khd, 
HE PUBUSHER 1s NOT R~PONSBLEQOR Aw ERRORS OR OMssloNs NERaN nis hltamis for subrcribets ow& nen.cornrnercia1 &mal u s n . ~ o  part 
I h may be r q o d ~ e d ,  rerold, Wed or VansrAled in any prW4 declmric OT dhw km ;r Wifor gewaUng cf malxeiing any @tad or &drrdc Waiion. seNlce OT pmdun 

. I  * , I  
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43.7% 
56.3% 
328.3 
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.. .. 
16% 2.1% 2.7% 2.3% 2.0% --  -- 2.0% - -  (,OX 1,556 AFUDC'X toNet Profl ~ 5 %  

42.6% 41.8% 47.7% 48.W 494% 53.7% 58.6% 55.0% 51.1% 50.5% 51.0% LongTerm Debl Ratio 53.5% 
57.4% 58% 52.3% 64.0% 50.8% 46.3% 43.4% 45.0% 48.9% 491% 48.0% Common Equity Ratlo 46.5% 
341.2 391.8 453.2 470.8 499.6 550.7 607.9 610.2 656.2 710 BOO Tolal CapMal($mlll) 1020 
484.8 5413 645.5 684.2 718.5 785.5 756.2 831.6 898.7 970 (010 NetPlant($rnlll I200 

1.49 

6.5% 
8.7% 
8.7% 
3.6% 
58% 

18.01 1827 1827 18.27 18,27 183; 

2.15 
3.9% 3.0% 2.1% 3.0% 3.4% 3.5# 

7.6% 7.0% 5.7% 5.8% 4.4% 4.3% 4.9% 5.0% 5.0% 4.5% 1.5% Returnon'ToliCap'l 5.5% 
10.6% 8.7% 82% 8.0% 6.0% 82% 7.6% 8.1% 7.3% 7.5% 8.0% Return on Shr. Equlty 8.0% 
10.6% 9.7% 8.2% 8.0% 6.0% 6.2% 7.9% 8.1% 7.3% 7.6% 8.0% Return on Corn Equlty 8.0% 
6.6% 52% 3.5% 3.3% 1.2% 1.2% 3.1% 3.3% 2.8% 3.0% 3.5% Ralalned to Com Eq 3,5% 
47% 46% 57% 59% 80% 80% 81% 59% 62% 60% 56% AllDlv'dstoNelProf 59% 

CAPITAL STRUCTURE as of 6/30/14 
Total Debt $387.3 mll. Due In 6 Yrs 521.2 mill. 
LT Debl $334.7 mll. LT Interest 518.1 mlll. 
(Total interestcoverage: 2.9~) 

Leases, Uncapltallzed: Annual rentals $5.5 mlll. 

Psnslon Assets $91.4 mlll. 

Pfd Stock None. 

Common Stock 20,216,534 shs. 
as of 7/26/14 

MARKET CAP: $650 mlllion [Small Cap) 
CURRENT POSITION 2012 2013 6/30/14 

(51% of Cap'l) 

Obllg. $128.7 mill, 

2014 
2015 
tal- 

wdar 
2011 
2012 
2013 
2014 
2015 
Gal- 

bndar 
2010 
2011 

2.5 2.3 6.0 
40.4 37.4 41.0 Other 

Current Assets - 42,9 - 39.7 - 47.0 
Accts Payable 8.5 12.6 12.6 
Debt Due 20.7 23.0 52.6 
Other 19.9 23.6 26.9 
Current Llab. - 49.1 821 

Cas!Y%ts 

54.6 70.4 05.0 75.0 295 
60.0 80.0 100 U0,O 320 
- EARNINGSPERSHARE" FUII 

Mar.3l Jun. 30 Sep. 30 Dee. 31 Yoar 
.03 29 A4 35 1.11 
.06 28 .53 .31 1.18 
.07 .37 .44 24 1.12 
.04 3 4  .52 .35 1.25 
.10 .43 .55 -32 f.40 

QUARTERLY DNIOEtiUS PAiOa. pull 
Mac31 Jun,30 Sep.30 Dec.31 Y w  
.17 ,17 .17 .17 .68 
,173 .173 ,173 ,173 .69 

flx. ChgrCov. 
ANNUAL RATES 
d change (pr sh), 
Revenues 
"Cash Flow" 
Eamlngs 
Dlvldends 
Book Value 

2012 ,1775 .1775 .1775 .I775 
2013 1 .le26 .I825 .I825 ,1825 
2014 ,1875 ,1875 ,1875 

P a l l  Past EsCd '1143 

5.5% 4.0% 4.0% 
6.0% 4.0% 4.5% 
3.5% 5% 7.0% 
4.5% 3.5% 5.0% 
5.5% 2.5% 5.5% 

1OYrs. SYm to'1749 

sndar Mar.31 Jun. 30 Sep.30 D e c . 3 1  Year 
2011 43.7 59.0 73.9 62.4 239.1 
2012 51.1 65.6 82.4 62.4 
2013 50.1 74.2 85.2 67.4 

.71 

.73 

(C) in mllllons, adjusted fcr stock spllts. Cam any's Flnanclal Strength B+ 
Stoclk Prlce Stabliity 85 
Prlee Growth Persistence 30 
Earnlngs Predlctiblllly 80 

1.89 2.21 2.38 2.30 2.44 221 2.38 2.80 2.97 2.90 3.10 3.25 "Cash Fiok persh 3,80 
.87 1,12 1.19 1.04 1-08 .81 .84 1.11 1.18 1.12 1.25 f.40 Earningspersh A 1.70 
-51 .53 .57 .61 .65 66 .68 .69 $71 .73 .75 .79 Dlv'd Decl'd per sh 8. 1.m 

2.31 2.83 3.87 6.62 3.79 3.17 5.65 5.75 5.67 4.68 5.00 5.00 Cap'iSpendlng per sh 5.00 
10.11 10.72 12.48 12.80 13.09 13.66 13.75 1420 14.71 15.92 16.65 17,75 BookValue parsh 20.65 
1827 1827 1828 18.36 18.18 18.50 18.55 18.59 18.67 20.17 21.00 22.00 CommonShsOulst~g C 23.00 
19.8 19.7 23.5 33.4 28.2 28.7 29.1 21.2 20.4 24.3 noldm IBUI) Avg Ann'l PiE Ratio 22.0 
1.04 1.05 1.27 1.77 1.58 1.91 1.85 1.39 1.30 1.36 RelalivePIERatlo 1.40 

Avg Ann'l Dlv'd Yield I 2.7% 3.0% I 2.4% 1 2.0% I 1.7% I 2.3% 1 2.8% 1 2.8% I 2.9% I 3.0% I 2.7% 1 
166.9 I 180.1 I 188.2 I 206.6 I 220.3 I 216.1 I 215.6 I 239.0 I 261.5 I 276.9 I 

' s " ~ m  

185 I 320 /Revenues ismiin 
1 

I 390 ... 

16.0 I 20.7 I 22.2 I 19.9 I 20.2 I 16.2 I 15.8 I 20.9 I 22.3 I 23.5 I 26.0 I 3f.O INetProAI($rnlllj I 38.0 
42.1% I 41.6% I 40.8% I 39.4% I 39.5% I 40.4% I 38.8% 141.1% I 41.1% 1 38.7% I 33.0% I 38.0% homeTax Rate I 38.0% 
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nslder Decisions 
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p O 6 0 1 4 1 0 4  

1Stll 0 1 0 0 0 0 0 1 0  
nstitutional Decisions 

L% 0 0 0 0 0 0 0 0 0  

i&[W) 3558 36% 3 6  
1998 [ 1999 I2000 I2001 

h.. . a 5  :- . e.. 

Percent 12 - 
shams 8 - 

1. 

traded 4 - 

14 
s 519.6 mil. 
$5.2 mill. 

(45% of Cap'l) 

YORK WATER NI 
'IMELINESS 4 Raked3128114 
iAFETV 2 New7119113 
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lension Assets 12MS $27.1 mlll. 
Oblig. $32.1 mlll. 

'fd Stock None 

:ominon Stock 12,831,171 shs. 
IS of 8/5/14 

vlARKET CAP: $260 million (Small Cap) 
:URRENT POSiTlON 2012 2013 6130114 

4.0 7.6 2.1 :as( ~ s s e t s  
4ccounts Receivable 6.4 3.6 4.0 
?#er 1.2 3.8 . 4.1 
,urrentAssets 10.2 

$MU) 

4cdsPayable - 1 . 1  1.8 1.7 
lahtDu0 . .1 ._ - -  - _ _  . - -- 
M e r  4.3 6.0 7.1 
h r e n l L i e b .  5.5 7 8.B 
3x.Chg. Cov. 414% 417% 417% 
4NNUAL RATES Past Past Est'd '1143 
IIchange(persh] IOYrs. 5Ym. k1'17JlS 
yevenues 4.5% 3.0% 6.5% 
Cash Flow" 6.5% 6.6% 7.0% 

Earnings 5.5% 6.0% 7.0% 
lividends 4.5% 2.5% 5.5% 
3ook Value 7.0% 5.0% 2.5% 

cpi. QUARTERLY REVENUES ($ mikl FUII 
mdar Msr.31 Jun. 30 Sep. 30 Dec. 31 Year 
2041 I 9.6 10.5 10.5 10.0 I 40.1 .. 

9.6 10.4 11.0 10.4 41.c 

2014 106 11.8 U.0 I t 8  48.( 
% 1 10.1 10.7 10.9 10.7 1 42: 

andar Mar.31 Jun. 30 Se .30 Dec.31 Year 

2012 
2013 . is  .I9 I 75 
2014 . I6  2 2  .25 .22 .85 
2015 I 2 0  2 5  2 5  2 5  1 
Gal. QUARTERLY DIVIDENDS PAID FUII 

sndar M a r 3  Jun.30 Sep.30 Dac.31 Year 
2010 .128 .I28 .I28 ,128 
2011 .I31 .131 .I31 ,131 
2012 ,134 .134 .I34 ,134 .5? 
2013 .138 ,138 .138 .I38 -55 
2014 .I431 ,1431 ,1431 

A) Diluted earnings. Next earnlngs reporl due I (Cl 

I arly November. 
B),Dividends hl8todcally paid in miNanuary, 
mni. Julv. and October. 

Higher rates should he1 boost The pects are below average for a company in 
York Water Company's. ottom line this industry, 
this year. Pennsylvania regulators al- The share-buyback program has final- 
lowed the utility to implement rate relief 1 kicked in. Eighteen months after 
effective as of February 28th. Although the diedaring a 1.2 million share buyback pro- 
hike wasn't in time to enable a positive gram, the number of the company's shares 
earnings comparison in the first quarter, outstanding fell almost 1% last quarter. 
the June period benefited as earnings per Our earnings presentation assumes the 
share rose 14%. And, while we are shaving utility will continue to gradually imple- 
a nickel off of our 2014 estimate, we think ment this program and conclude it some- 
that share net will still increase 13%. This time in early 2016. 
is especially good news considering profits York Water has the financial 
over the past four years were stuck in  a wherewithal to fund the capital ex- 
range of $0.71 to  $0.75 a share. penditure program. Like many of its 
We ex ect the trend to continue peers, the utility is upgrading its aging in- 
througf 2015. With its combination of frastructure. With a healthy equity-to- 
higher rates and successful cost controls, total capital ratio of 55%. the company can 
we expect York Water to enjoy its second- take on additional debt and maintain an 
consecutive successful ear, as share net adequate balance sheet. 
could increase 12% t o  $8.95. York Water shares are ranked to un- 
Dividend growth is also improving. derperform the broader  market aver- 
True, the payout was only increased by ages in the coming six- t o  12-month 
$0.02 a.share, or 3.6%. earlier this ear, period. Moreover, despite the improved 
However, this broke a four-year stre&, in earnings and divldend growth rospects, 
which the annual dividend was onl raised the stock's total return potentiart0 2017- 
$0.01 annual1 or less than 2 4  Still, 2019 does not particularly stand out for a 
despite the Ggher growth rate, York waterutili 
Water's long-term dividend growth pros- James A. I%kd October 17, 201 I 

B+ I rniiIons, adjusted for spills. Corn an s Financial Strength I Staces $ 1 ~  Slsbllllv 00 
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EPCOR Water Arizona. Inc. 
RUCO Witness Mease's CAPM Cost Rates 

Corrected to Reflect a Pmspectlve Risk-Free Rate. Prospective Market Equity Risk Premium and 
Prowriv Calculated Historical Market Eauitv Risk Premium 

Traditlonai Capital Asset Pricing Model (1) 

1 - 2 3 & - 
Company 

Market 
Risk-Free Premlum CAP M 
Rate (2) Beta (3) (4) Rates 

RUCO Witness Mease's Proxy 
Group Companies 

American States Water Co. 
Ameican Water Works Co., inc. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connectfcut Water Sewice, inc. 
Middlesex Water Company 
SJW Corporation 
York Water Company 

3.94% 
3.94% 
3.94% 
3.94% 
3.94% 
3.94% 
3.94% 
3.94% 
3.94% 

0.70 
0.70 
0.70 
0.60 
0.70 
0.65 
0.70 
0.85 
0.70 

7.85% 
7.85% 
7.85% 
7.05% 
7.85% 
7.85% 
7.85% 
7.85% 
7.85% 

9.44% 
9.44% 
9.44% 
8.65% 
9.44% 
9.04% 
9.44% 

10.6I0h 
9.44% 

Mean 9.44% 

Average of 
Traditional 
CAPM & 

ECAPM ECAPM 
Results Results 

P - 6 

ECAPM 
Rates 

10.02% 9.73% 
10.02% 9.73% 
10.02% 9.73% 

9.44% 9.05% 
10.02% 9.73% 
9.73% 9.39% 

10.02% 9.73% 
10.91% 10.76% 
10.02% 9.73% 

10.02% 9.73% 

Median 9.44% - 
Notes: (1) Derived using the formula shown in note 3 on page 15 of Schedule 9 o f t  his Exhibit. 

(2) Dehed in note 2 on page 15 of Schedule 9 of this Exhibit 

(3) From page 14 of Schedule 9 of this Exhibit. 

(4) As discussed in MS. Ahern's accompanying rebuttal testimony. 

10.02% 9.73% 
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EPCOR Water Arizona, Inc, 
RUCO Witness Mease's CAPM Cost Rates 

Corrected to Reflect a Prospective Risk-Free Rate. Prospective Market Equity Risk Premium and 
&m 

Empirical Capital Asset Pricing Model (1) 

Company 

Risk- Market 
. Free Premium CAP M 
Rate (2) Beta (3) (4) Rates 

RUCO Witness Mease's Proxy 
Group Companies 

American States Water Co. 
American Water Works Co., Inc. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
York Water Company 

3.94% 

3.94% 
3.94% 
3.94% 
3.94% 
3.94% 
3.94% 
3.94% 

3.94% 
0.70 
0.70 
0.70 
0.60 
0.70 
0.65 
0.70 
0.85 
0.70 

7.85% 
7.85% 
7.85% 
7.85% 
7.85% 
7.85% 
7.85% 
7.85% 
7.85% 

10.02% 
10.02% 
10.02% 
9.44% 
10.02% 
9.73% 
10.02% 
10.91 % 
10.02% 

Mean 10.02% 

Median 10.02% 

(4) Derived using the formula shown in note 4 on page 15 of Schedule 9 of thi 

(2) Derived in note 2 on page 15 of Schedule 9 of this Exhibi 
(3) From page 14 of Schedule 9 of this Exhibit. 

(4) As discussed in Ms. Ahern's accompanying rebuttal testimon: 

Notes: Exhibit. 
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Richard A. MicheUeIder is CIinlrnl ArrDehle Profuror 
of Finnnre nl RiOgm University, Sdiwl of Eirs&irss. 

Cnmden, NN) Jeny. He rnrlin held n iiiiiiiber of 
enfrcyreneitrini nnd mcirtive poslfions in the piddic 

iiriiify liidiishy, smite of rhein tnvolulng ti= flpplrcnrl~~l of 
rnrawnbla nnd mwgy efpcieny resoiirces in utliiy 

phtinlng nnd ngitlntlon. He wns CEO nnd chnlrperson of 
Ihe bmrd of Qrnnlrtni Conscillliig,lnc., n imlionnl awgy 

slpcioi y nnd urilfry mnrultlng flmi, nnd punithiin 
E i ~ i w j S e t ~ i c e ~ n n d  Technologlea, LLC,nii mergysrmiru 
coinpny lhnl he m-founded. He nloo helped to co-fmd 

mid birlld Coaiwrgc, hc., currently one of the lorgut 
deninnd-rcsponsc pnns in die world rtmr weiit public in 

2006 on ih NASDAQ. He ws nlso nn uccurlue nr 
Atlwlic Energy, Inc. nnd Chic/ Emnmnlsl nl Asoocinrtd 
Ullliries S~iuices, whore Be rMIi,f?t,I on lire cost ofmp;tnl 
for pirbllc uHilHes In a niinkr of stn~eitirlsdich~its nnd 

fieJbre the Fderni Eiiargy Regtilntoy Cominlsslon. He 
holds n P1i.D. bi Econoiiiicsfroni Fordhnin Univcrsil9 nnd 

has pitblished niiineiniis nrticles in ncndeinic ioumn&. 

Pauline M .  Ahem is n Pdiiclpnl nid  Wilh AUS 
Consu/tniils lomted in Mount hltnl, Nnu Jeaey. She hns 
senrdinwstor-olmrrl nnd mtriticipd atilltlconidnirthorltics 

for nrnrly 25 yam. A C n r p d  Rnte of Reritm Annlyrt 
(0, d e  la raptslble for Uie deodopmenl of rnte+ 
relitm annlyses, fhcfiiding tk drnloptiunl of mkiiniiing 

c n p i r n l s m ~ c r i ~ ~  milos, adorm@l catlrnlrs, and th mi 
rnk of minnimt rquihJnndreldtd isistlcw/orre8u!nral sblic 

iiHIIHm. She h bH,W n, on ezpert wlhicrs l&29 
rdgulnhvy cammisions in ilie US.nndCnnndn. riinddifbn, 

she sirpewises Ihr prnducHon of the vnrlmts AUS Uffliiy 
Rtph piibihffons nrrd iiinliitniiis the bcnchnmrk hdu 

ngnltul tuliidi Nichircuicnii Ots Associn~oii'sMiillurlRllrd 
pt@nimiice is iiicnsirmi. Slu IlolAPnii M.B.A. inptnna 

froin Rirgrrs UiiioarJlly R i d  n Bnddor of Arts D e p  in 
Econoniio/Ecciiarnrlrlcs~ pm Ch?k Univmity, 

Dylan W. D'Ascendi6 is Prindpnl nl AUS Colisiiltmis, 
locnted in Mt. Lnurtl, Nrm Jersey. He is m p t p i b k  JOT 

preplrl7igfnlr-firre~~.ret1rn1 s h d l s  for AUS CmwitlhPnk' 
rntc-of-retiini expert rullnessca nnd nsshh in mny mpcct 
of the rnle mse poctditrnl pmcess. He Is nlm n Cerhfinl 
Rnre of Rehrrn Annlyst. HL P the Edilur of AUS Utiflly 

Reporrs nnd i a  responsible far the dnlo collection and 
pmditcriun of the AUS Monthly Utility Report. Ht nfK0 

n d d s  In the cniciiintion and pmdrcctiorr of the AGA Mu, 
n innrkel mpirnlimHon mkhred liidm of the miinion 

srarks of rhe npproxlmntely 70 mtgornle members o fla 
Anterimn Gns Assaclntioii. Mr. D'Asrendis hli nn 

M.B.A. In &ill Finnnce mid inlvnnflonal Btrslnm ,$om 
Rirfgms U n i w l t y  nnd n Enclielor of Arts D u p e  in 

Emnotnic History poa the Uniwnrlhj of Peniiryhnnh. 

Frank J, Hurley Is n Prbfclpi of AUS Cotusltnills 
lourled hi MI. Lnrrel, N N )  Jorscy. He \OM he /inti in 
1971 ns Vice Presidetit, wnr elected Seirlm Vlce Pruidritl 

l i t  1975, mid Pmldenr of the Utffity Scwlcca Croup In 
1989. Mr. Hniiluy lms kL@i an cosbof-mpilnl nnd 

relnfed/iuuicial issued in more flmn 300 cnses before 33 
sinre regtihimy coinmisobis, rlte Disrrlcf of Colainbin 

Public Senice Connnission, the Public Semicw 
Coiiitiiisaloii of 1118 U.S. Vlrginlslniids, the Fcderd E w g y  

Fqirlntonj Cmniiilssioii, n U.S. Dislrio Coiirt, n US. 
Ennkrirprcy Coirrt end rhc U.S. Tnx Cotrrl. He is n 

gtnditnre of Drew1 Uitlverslfy nnd is n CerHpr.4 Rate of 
Reluni  kmlysr. He Is si Assoda~e Msnibor of Ihs 

Amedcnn Gns Auoclnfioii ns well ns n ineiiiber of it6 Rak 
Coiiieiillee. Also, kc is n ineniber of the Execirli~~ Aduismy 
Council of the Rutgera U1iimai)y School of Bitsinus nr 
Cnmdeii ns Neil as n niunbrr of Be Mclso Cotindl of 
NnuMexim Stare UnivmityL Centerfor P t z i c  UHliri~. 

The nirlhors wish ro lhnnk Selby P. ]ones, I ,  Assodnit, 
AUS Connilinnb, for hie hchnienl aghtnnn. 

Comparative Evaluation of the 
Predictive Risk Premium Mode 
the Discounted Cash Flow 
Model and the Capital Asset 

? 

Pricing Model for Estimating the 
Cost of Common Equity 

The regulatory process for setting a utility's allowed rate 
of return on common equity has generally relied upon the 
Gordon Discounted Cash Flow Model and Capital Asset 
Pricing Model. The Predictive Risk Premium Model, 
introduced a year ago, resolves several of the widely 
known problems with these models. Further testing since 
its introduction a year ago suggests that it produces stable 
results which are consistent over time. 

Richard A. Michelfelder, Pauline M. Ahern, Dylan W. D'Ascerzdis 
and Frank J. Hanky 

I. Introduction 

The lead article in the July 2008 
issue of this Journal, "Integrating 
Renewables into the US Grid Is it 
Sustainable," by Professors Peter 
Mark Jansson and Richard A. 
Michelfelder: called for the 

reregulation of the electric utility 
industry and putting the planning 
of generation assets, whether 
renewable or not, back in the 
hmds of the experts and those 
ultimately responsible for 
reliabiIity, the electric utilities. 
During the last 10 years or so, 

84 1040-6190/$-see front matter Q 2013 Elsevier Inc. All rights reserved., http://dx.doi.org/10.1016/j~teJ~'2013.04.005 ?%e Electricity Journal 
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states have been backpedaling on 
deregulation and therefore 
methods for estimating the cost of 
common equity and the allowed 
rate of return have generated new 
interest as regulating rate of 
return is not going away as once 
thought. 

T setting a public utility's 
allowed rate of return on common 
equity has generally relied upon 
the familiar Gordon Discounted 
Cash mow Model (DCF) and 
Capital Asset Pricing Model 
(CAPM). Despite the widely 
known problems with these 
models, there has been little 
initiative to adopt more recently 
developed asset pricing models 
with fewer bit ing assumptions 
and requiring less subjective 
judgment than these traditional 
models. In December 2011, the 
article "New Approach to 
Estimating the Cost of Common 
Equity Capital for Public 
Utilities,"z published in The 
Journal of Regulutonj Economics, 
introduced the Predictive Risk 
Premium Model (PRPM). The 
PRPM trademark refers to a 
general, yet simple, consumption- 
based asset pricing model of the 
risk/return relationship for 
common stocks which can be used 
to estimate tlie cost rate of common 
equity (ROE). The stability and 
consistency of the results of PIU'M 
and the ex ante, i.e., expectational, 
nature of those results indicate that 
the model should be used to 
provide additional input into the 
process of determining an allowed 
rate of return on common equity 
for public utilities. ' 

he regulatory process for 

ince publication, more s exhaustive emphical testing 
3f the PRPM was conducted for 
the four utility industry groups 
which comprise the AUS UtiIity 
Reports3 universe of publicly 
traded utilities: an electric utility 
group; a combination electric and 
natural gas distribution utiliiy 
group; a natural gas distribution 
utility group, and a water umty 
group. The empirical testing 
confirms the conclusion of the 

Despite the widely known 
problems with fhese 
models, there has been 
little inifiative io adopt 
more recently developed 
asset pricing lnodels with 
fewer limiting 
assumptions and requiring 
less subjective judgment. 

original Jozirnnl of Aegulntojy 
Economics article: the PRPM 
produces stable results which are 
consistent over time. 

11. Development of the 
PWM 

The cost rate of corn011 equity 
is not directly observable in the 
capital markets and must be 
inferred using various financial 
models. The most commody 
used cost of common equity 
models inthe regulatory arena are 
the aforementioned DCF and the 
CAPM. Since these models are 
based upon many restrictive 

I 

I 

I 
I assumptions, they involve a 

significant amount of analyst 
subjectivity in their application, 7 

resulting in much debate over the 
application and results of these 
models. 

The empirical approach to the 
PRPM is based upon the work of 
Robert F. Engle, Ph.D.P who 
shared the Nobel Prize in 
Economics jn 2003 "for methods 
of analyzhg economic time series 
with t i m e - v a g  volatility 
(ARCH),''5 with "ARCH' 
standing for autoregressive 
conditional heteroskedasticity. In 
other words, volatility (variance) 
changes over time and is related 
to itself from one period to the 
next, especially in financial 
markets. Engle discovered that 
tlie volatility (usually measured 
by variance) in prices and returns 
clusters over time. Therefore, 
volatility i s  highly predictable 
and can be used to predict future 
levels of risk. The theoretical asset 
pricing model was recently 
developed in the JootimnI of 
Economics and Business in 
December 2011 by Rutgers 
University professors Richard 
Wchelfelder and Eugene Pilotte.6 

In this study, the PRPM 
estimates the risk/return 
relationship directly using the 
outcoines of investors' historical 
pricing decisions and actual long- 
term US. Treasury security 
yields, with the predicted equity 
risk premium generated by the 
prediction of volatility, i.e., the 
risk, based upon the volatility of 
past equity risk premiums for the 
AUS Utility Reports universe of 
companies. 

May 2023, VoJ. 26, Issue 4 1040-6190/$-see front matter Q 2013 Elsevier Inc. All rights reserved., http://dx,doiorg/lO.lOl6/j,tej.2013,04.00 
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111. Estimation Method 

The statistical details of the 
estimation method of the PRPM 
can be found in the original article 
in the Journal of Regtilatonj 
Economics, ‘Wew Approach to 
Estimating the Cost of Common 
Equity Capital for Public 
Utilities.” Essentially, there are 
two steps to the application of the 
PRPM. First, predicted volatility, 
i.e., risk, is derived based upon 
previous volatility plus previous 
prediction error, because 
volatility is highly predictable 
and correlated over time. Second, 
the predicted volatility can then 
be used to generate the predicted 
equity risk premium (EW) by 
multiplying it by the GARCH 
coefflcient, Le,, the slope of the 
predicted volatility. A risk-free 
rate is then added to the ERP to 
estimate the ROE, Le., the market 
based cost of common equity, 

IV. Application of the 
PRPM t o  Publicly Traded 
Utility Companies 

The PRPM was applied to the 
companies comprising the AUS 
Utility Reports’ utility industry 
groups: the electric, combination 
electric and natural gas 
distribution, natural gas 
distribution, and water groups. 
The PRPM variances were 
calculated monthly for each 
individual utility beginning with 
the first available monthly data 
included for each individual 
utility in the University of 
Chicago BoothSchool of Business’ 

Center for Research in Security 
Prices (CRSP) and corresponding 
monthly long-term US. Treasury 
bond yields from Morningstar‘s 
lbbotson SBBI - 2012 Valuation 
Yearbook - Market Resiilts for 
Stocks, Bonds, B17ls and Inflation - 

72-month ending periods, i.e., 
January 2006 through December 
2011. 

U the PRPM coefficients and 
predicted monthly variances 
were estimated as described in the 
IRE article for each time series of 
equity risk premiums. Coiisistent 
with the conclusion drawn in the 
IRE article, the predicted equity 
risk premiums were calculated 
using the averaged predicted 
volatilities (variances) over the 
entire time period for which CRSP 
data were available for each 
utility, multiplied by the GARCH, 
or slope, coefficient generated 
through Wiews for each time 
series. To calculate the PRPM cost 

1926-2011 (SBBI) through 

sing EViews Version 7.2, 

rate of common equity for each 
utility, the average predicted 
utility specific equity risk 
premium through each month 
ending from January 2006 
through December 2011 was then 
added to the projected consensus 
forecast of the expected yields on 
30-year US. Treasury bonds for 
the next six quarters by the 
reporting economists in the 
concurrent Blue Chip Financial 
Forecasts (Blue Chip). 

The DCF was applied in a 
simple manner, using a dividend 
yield, Do/Po, derived by dividing 
the month-end indicated 
dividend per share (DO) by the 
month-end closing market price 
(PO) for each utility. The dividend 
yield was then grown by the 
month-end I/B/E/S consensus 
five-year projected earnings per 
share (EPS) growth rate (9) to 
derive (DO (1 t g)/P,>. The one- 
month predicted dividend yield 
was then added to the concurrent 
month’s I/B/E/S consensus 

18.00% 

17.00% 

16.00% 

15.00% 

14.00% 

13.00% 

12.00% 

11.00% v n 

10.00% 

-0ectricr - -Combor - - LO& -Waters 

Flgure 1: Indicated Return on Common Equity Based upon the PRPM for the AUS Utility 
Reports Companles 

86 1040-6190/$-see front matter Q 2013 Elsevter Inc. AU rights’ reserved., http://dx.doi.mg/10.1~16/~.tej.2013.04.005 The Electricity Jotirnal 
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five-year average projected EPS 
growth rate to obtain the DCF 
estimate of the cost of common 
equity capital, k, The DCP 
estimates were also calculated for 
each month from January 2006 
through December 2011. 

he CAPM was applied by T multiplying Value Line 
Inc.'s beta (8); for each utility, by 
the long-term historical 
arithmetic mean market equity 
risk premium (R, - R) through 
the previous year. (R, - R) was 
derived as the spread of the total 
return of large company common 
stocks over the income return on 
long-term government bonds 
from the annual SBBI Vduntion 
Yearbooks for 'the years ending 
2005 through 2010. The resulting 
utility-specific equity risk 
premium was then added to the 
same projected consensus forecast 
of the expected yields on 30-year 
US, Treasury bonds for the next 
six quarters by the reporting 
economists in the concurrent Blue 
Chip discussed above, to obtain 
the CAPM estimate of the cost of 
common equity capital, k. The 
CAPM estimates were aIso 
calculated for each month from 
January 2006 through December 
2011 I 

inally, the results for each of F the models, the PRPM, DCF, 
and CMM, were averaged for 
each utility group? Figure 1 
presents the average PRPM 
results for each of the AUS Utility 
Reports utility groups for each 
month from January 2006 through 
December 2011. 

Figure 1 shows that indicated 
ROEs derived from the PRPM 

15.00% 

14.00% L/- 

13.00% 

9.00% - 

-PRPM - - CAPM - - 0 d  

Figure 2: Indicated Retum on Common Equity Based upon the PRPM, CAPM and DCF 
Methodologles for the AUS Utlllty Reports Electric Companies 

were stable for all  utility groups 
until the global financial crisis of 
2008-2009. During 2008 and 2009, 
the'PRPM-derived ROEs decline, 
which in the authors' opinion, 
was aresult of a ''flight to quality" 
by investors, ire., the willingness 
of an investor to accept a lower, 
but more certain, return during 
financial downturns. Figure 1 also 
indicates that the PRPM-derived 
ROEs for the electric, combination 

electric and natural gas 1 

distribution, and natural gas 
distribution utility groups follow 
a neiirly identical pattern 
throughout the 72-month period, 
with the water utility group 
following a similar, but more 
volatile pattern. 

comparison of the average PRPM, 
DCF, and CAPM cost of common 
equity estimates for each AUS 

Figures 2-5 present a 

15.OQ% 

14 .OO% 

13.00% 

12.00% 

11.00% 

10,00% 

9.00% 

E.O0% 

-PRPM - - CAPM - -DCF 

Figure 3 Indicated Return on Common Equity Based upon the PRPM, CAPM, and DCF 
Methodologles for the AUS Utlllty Reports CDmblnatlOn Cornpanles 
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16.50% 

15.50% -A 
14.50% . 

13.SOH 

8.50% 

7.50% 

-PRPM - - CAPM - - 0 C F  

Figure 4: Indicated Return on Common Equity Based upon the PAPM, CAPM and DCF 
Methodologies for the AUS Utlllty Reports Gas Companies 

17.50% 

16.50% 

15.50% 

14.50% 

13.50% 

12.50% 

11.50% 

10.50% 

9.50% 

8.50% 

7.50% 

-PRPM - - CAPM - -DCF 

Figure 5: Indicated Return on Common Equity Based upon the PAPM, CAPM and DCF 
Methodologies for the AUS Utility Reports Water Companies 

Utility Reports utility industry 
group, Le., the electric utility 
group; the combination electric 
and natural gas distribution 
utility group; the n&ml gas 
distribution utility group; and, 
the water utility group for each 
month from January 2006 through 
December 2011. 

Figures 2-5 clearly show that, 
for the most part, the PWM 
produces a higher average 
indicated ROE than both the DCF 
and CAPM, This is due to the fact 
that the PRPM prices all of the risk 
that investors actually face 
colIectively. In contrast, the 
CAPM prices systematic risk (that 

investors face only if they have a 
perfectly diversified portfolio, 
which does not exist) and the DCF 
uses accounting-based, not 
market-based, I/B /E /S 
consensus five-yeq projected HPS 
growth rates. 

V, Conclusion 

h the authors' opinion, the 
PRPM benefits ratemaking with 
an additional model to estimate 
ROE. To that end, the authors 
have been including the 
PRPM in their rate-of-return 
testimonies and the model has 
been presented publicly in several 
venues? 

I consistent over time. It i s  not 
based upon restrictive 
assumptions, as are the DCF and 
CAPM. The PRPM is also not 
based upon an estimate of investor 
behavior, but rather, upon a 
statistical analysis of nctual 
investor behavior by evaluating 
the results of that behavior, i.e., 
the volatility (variance) of 
historical equity risk premiums. 
In contrast, subjective decisions 
surround the choice of the inputs 
to both the DCF and CAPM, from 
the choice of the time period over 
wluch to measure the dividend 
yield for the DCF, the choice of the 
DCF growth rate (e.g., historical 
or projected, earnings per share or 
dividends per share, and the like), 
to the selection of the appropriate 
beta (e.g,, adjusted or 
unadjusted), market equity risk 
premium (e.g., historical or 
projected) and the appropriate 

ts results are stable and 

88 1040-6190/$-see fiont maiter.0 2013 Elsevier Inc. All rights reserved., http://dx.doi.org/lO.lOl6/j.tej.2013.04.~ The Electricity Journal 
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risk-free rate (e.g,, historical or 
xojected and/or long vs, short 
:erm) for the CAPM. In addition, 
is previously discussed, the 
ZAPM exclusively prices 
systematic risk. In contrast, the 
PRPM prices all of the risk 
ictually faced collectively by 
uwestors, because the model does 
not assume that investors' 
portfolios are perfectly diversified 
:ontnining no unsystematic risk, 

n addition, the inputs to the I PRPM are widely available.' 
The GARCH coefficient is 
calculated with the relatively 
inexpensive BViews, or other 
statistical, sohare,  based upon 
the realized EN?, Le., total returns 
minus the risk-free rate. The only 
subjective decisions to be made 
when applying the PRPM relate to 
which risk-free rate to use, e.g,, 
long-term or short-term, and over 
what time period to estimate the 
PRPM-derived ROES. 

or all of these reasons, the F authors conclude that the 
PRPM should be considered as 
appropriate additional evidence 

to measure the cost of common 
equity in regulatory rate setting 
for public utilities.. 

Endnotes: 

1. Peter Mark Jansson and Richard A. 
Micldfelder, Integmtirzg Reneurabfes 
into the US Grid: Is It Siisfafnnble? ELK. 
j.,July 2008, at 9-21. 

2. Pauline M.'Ahem/ Frank J. Hanley 
and Richard A. Michelfelder, New 
Approach to Estimnting the Cost of 
Common Equity Cupitnl for Publfc 
Utilities, I.REG.HCON.(~~~~) 40, at 261-78. 
3, AUS Monthly Utility Reports is a 
monthly pocket reference book 
covering the electricity, combin~~tion 
electricity & natural gas distribution, 
natural gas distribution, and water 
companies which have publicly 
traded commoii stock. The monthly 
reports provide comprehensive 
information on key ratios and industry 
rankings based upon the financial 
statistia presented in the report. 

4. Professor Emeritus, University of 
California, San Diego, and currently 
the Michael Armellino Professor in 
Management of F i n a n d  Services at 
New York University's Stern School of 
Business. 

5. See www.nobelprize.org. 
6. Richard Michelfdder and Eugene 
Pilotte, Trensiiry Bond Risk and Retuna, 

the briplications for the Hedging of 
Constimption nnd b s o n s  for Asset 

7. Using a proprietary data base 
available at mid-hlarch, June, 
September, and December at the end 
of each year, froin 2006-2011 from 
Value Line, hc .  

8. The results shown in the 
accompanying figures represent AUS 
Utility group averages of only those 
utilities in each group for which it was 
possible to estimate all three models in 
any given month. For example, if ABC 
Utility did not have the I/B/E/S 
consenrms growth rate necessary to 
calculate the DCP in R given month, 
that utility's PXFM and CAPM were 
not included in the group average for 
that month. 

9. Bdison Electric Institute Cost of 
Capital Working Group Webinar Oct. 
2012); NARUC Staff Subcommittee on 
Accounting & Finatlce (Septa 2012 and 
Mar. 2010); National Association of 
Water Companies Finance/ 
Accounting/Taxation and Rates & 
Regulations Committees (Mar. 2012); 
NARUC Water Comuttee (Feb. 2012); 
Wall St. Utility Group (Dec. 2011); IN 
Utility Regulatory Commission Cost 
of Capital Task Force (Sept. 2010); 
Financial Research ha t .  of the Univ. of 
Missouri Hot Topic Hotline Webinar 
(Dec. 2010); and Center for Research in 
Regulated Industries Annual Eastern 
Conference (May 2010 & May 2009). 

~ ' C i n g , J , E ~ . 4 B U S . ( 2 0 ~ 1 )  63, a t 6 M 7 .  

Subjective decisions surround the choice of the .inputs to both the DCF and CAPM. 

2013, Val, 26, Issue 4 1040-6190/$-see front matter Q 2013 Elsevier Inc. All rights resewed., http://dxdoi.org/10.1016/j.te).2018,04.005 

http://www.nobelprize.org
http://dxdoi.org/10.1016/j.te).2018,04.005
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Proxv Grouo of Nine Water ComDanies 

EPCOR Water Arizona Inc. 
R-Squared or Correlation Coefficeint for 

the Proxv Group of Nine Water Companies 

American States Water Co. 
American Water Works Co., inc. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, inc. 
Middlesex Water Company 
SJ W Corporation 
York Water Company 

Average 

Average for ACC Witness Cassidy's Sample 
Water Utilities 

Source of Information: 
Value Line, Inc. December 15,2014 

Value Line 
Adjusted Unadjusted 

Beta Beta 

0.65 
0.65 
0.60 
0.55 
0.60 
0.75 
0.75 
0.85 
0.70 
0.68 

0.44 
0.44 
0.35 
0.31 
0.36 
0.55 
0.56 
0.73 
0.47 
0.47 

0.70 0.49 
7 

R- Factor 

0.3562 
0.4230 
0.3842 
0,3083 
0.4019 
0.4714 
0.5211 
0.5306 
0.4025 
0.4221 

0.4383 

R-Squared 

0,1269 
0.1789 
0.1476 
0.0950 
0.1615 
0.2222 
0.2715 
0.28 15 
0.1620 
0.1830 

0.1962 
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Do Smaller Companies Warrant a Higher Discount 
Rate for Risk? 

by Michael A. Pasckell, ASA, CFA, and George 8. Nawkhs, 
ASA, CFA, both Managing Directors at Danister Financial, 
hic., in Charlotte, Natih Catolina. 

One of the critical issues facing business appraisers today is 
the so-called %ma11 stock” issue. That is, should the discount 
or capitalization rate used to value the smaller private held 
company be higher based on its smaller size? Shoulda smaller 
company’s earnings or cash flow be discounted or capitalized 
at a higher rate (which results in a lower value) just because 
the company is small (as measured by earnings, assets, mar- 
ket value, or whatever)? ShouId larger public company mul- 
tiples be adjusted downward for compnrison with smallerpri- 
vato companies based on size differences alone? This article 
will outline the current debate in the industry and will explore 
some possible resolutions to this issue. 

The size debate has very real implications to the valuation of 
companies for purchase or sale, estateplanning, divorce, mi- 
nority shareholder litigation, BOPS, and other purposes. In 
some locales (as well as in some pending Tax Court cases) 
the IRS is bcginning to challengebusiness valuations where 
a size impact is taken into ttccount. While it is almost uni- 
versally accepted in the valuation field that small compa- 
nies are generally riskier, 
recent attacks are forcing the 
profession to respond. 

~~~~~~~~~~~~ of the 
Risk Premium 
Most business appraisers use 
some form of the Capital As- 
set Pricing Model (CAPM) 
to develop a discount or 
capitalization rate. Apprais- 
ers may use a CAPM for- 
niula that incorporates a 
measure called “beta,”’ oral- 

ternatively, a build-up niethod whereby a discount or capi- 
talization rate is developed by use of various components. 
Under the use of the build-up method, an appraiser first de- 
termines a risk-free rate (usually utilizing rates of risk-free 
government securities) that represents the return kom a to- 
tal riskless investnient. Since a company’s stock is more risky 
than a riskless investment, this then necessitates the addi- 
tion of various equity risk premiums depending on the per- 
ceived risk of an investment in the common stock of the 
subject company, over and above a risk-free rate. A simpli- 
fied example is shown in Table 1. 

Assuming the Coinpany’s annual income or cash flow stream 
to be capitalized is %l,OOO,OOO, the estimated value of the 
Company (before minority or marketability considerations) 
iscalculatedas$1,000,000+ 10%=$10,000,000. The equity 
risk premium represents the amount necessary to add to thc 
risk-free rate to recognize the fact that returns on common 
equity are not risk-free and buyers should be compensated 
for bearing that additional risk by earning a higher return. 

Ibbotson and PricewaterhouseCoopers each author studies 
that have stratified the equity risk premium by f m  size, 
finding a direct relationship between firm size and return 

(discussed in inore detail 

Risk-Free Rate 6.0% 
Equity Risk Premium 7.0% 
Specific Company Risk Premium 2.0% 

Discount Rate lS,O% 
Lws: Growth Fate (5.0)% 

Capitali~~tion Rate 10.0% 

below). In general, these 
studies show that smaller 
companies are inore iisky 
and investors therefore re- 
quire a greater return, on 
average, over longer periods 
of time for bearing this risk, 
Mathematically speaking, 
this equates to a higher cq- 
uity risk premium and lower 
value for the smaller com- 
pany. This is the ci-ux of the 
size premium argument. 

Reproduced with permission from CCH Business Valuation Alert, published and copyrighted by CCH INCORPORATED, 
2700 Lake Cook Road, Riverwoods, Illinois 60015. 



~~~~~~~~~~~ B ~~~~~~~~ 

It has long been observed in the finance field that there 
exists rl so-called “small stock” effect. This refers to the 
observation that over long periods of time, small public 
conipany stocks have been shown to have significantly 
higher average annual rates of total returns than have larger 
public companies. The size issue has been one of the most 
disputed findings of corporate finance since being identi- 
ficd by Banz in 1981.2 Also, Fama and French published a 
study that calls into doubt the ability of CAPM to forecast 
expected rates of return due to inaccuracies in the consid- 
eration of company s i m 3  Finally, there are at least two 
published studies that demonstrate a clear risk premium 
based on company size. 

Grabowski and King Studies. A study4 by Rogcr 
Grabowski, ASA, and David King, CFA, finds a clear and 
strong statistical relationship between company size and 
rates of return. In short, the study finds that the smaller 
the public company (note that public companies are used 
since rates of return are not observable in private company 
shares), the higher the average rate of return required an- 
nually by investors. In their first published study, encom- 
passing the period from 1963 to 1996, they separated stocks 
into 25 distinct groupings by size and found this relation- 
ship regardless of whether size is defined by annual sales 
revenues, number of eniployees, book value of sharehold- 
ers’ equity, or other measures. 

According to the study, the smallest public companies (with 
avenge revenues of $47 million (much larger than many oftlie 
typical privately held companies)) had an average annual re- 
turn (between dividends and capital appreciation) of 13.6% 
above the returns on U.S. Treasury bonds (Le., 13.6% higher 
than a risk-fi’ee U.S. Treasury bond investment). This is in 
contrast to the largest public companies (with averagerevenues 
of $4.86 billion) that had an average annual return of 5.9% 
above the returns on U.S. Treasury bonds. In other words, on 
average, investors required an additional return of7.7% (13.6% 
equity risk preinium for sinall companies, less 5.9% for large 
companies) annually to invest in the stocks of small compa- 
nies. This is referred to as the small stock premium and illus- 
trates the “sntal1 stock effect.” 

lbbotson Associates Data. Another highly respected re- 
source, the SRRl Eurbook, prepared annually by Ibbotson As- 
sociates, finds similar clearindications that smaller companies 
require much higher average annual rates of return. Ibbotson 
data differs in various respects, most notably in how it defines 
size (in t e r n  of a public company’s market value of its shares 
outstanding) and in the measurement period  sed 

The Case Made against 
the Size Effect 
Despite this cvidence of a size premium, there have been 
challenges made to this traditional thinking since its dis- 
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covcry. These challenges are along the following lines: 

m Excess Returns Occur in Only a Few Trading 
Days. Early 1980s research shows that all of the excess 
return for small publicly traded stocks occurs in the first 
few trading days in January, and is not a generalized phe- 
nomena over the entire year. 

Research Alleged to Be Flawed. The cxcess rc- 
turns of small stocks may really be related to high trans- 
action costs and poor liquidity, factors that were not np- 
propriately considered in prior research demonstrating 
the small stock effect. Additionally, allegations have 
been made that there are problems in the public com- 
pany stock data used by Ibbotson, including a “delisting” 
bias, that when corrected for, causes the small stock ef- 
fect to disappear. 

No Demonstrated Ability to Earn Excess Returns 
in Reality. Investment professionals have not shown 1 

any evidence that investing in small common stocks over 
long periods of time has actually yielded an excess re- 
turn. 

Recent Years Fail to Exhibit a Small Stock Effect. 
From the 1980s through the 199Os, small stocks have 
actually returned less, on avcrage, than large stocks. If 
the small stock effect existed the reverse would be true. 

Other Arguments. Others have suggested that the sinall 
or specific company risk is irrelevant in the context of 
CAPM. This is because CAPM assumes all investors are 
well diversified and that specific company risk (called “non- 
systematic” risk in the language of CAPM) is eliminated 
by holding n diversified portfolio. The investor is only left 
with “systeinatic,” or general market risk. 

Complicating the small stock issue further is a study re- 
cently published in Business Vuluafion Review that claims 
to contradict the small stock effect noted in the Ibbotson 
data, PricewaterhouseCoopers research and other studies? 
Many business appraiscrs define rates of rctun by looking 
at Iong-term averages from those studies, although another 
option would be to use the so-called compound (or geo- 
metric) rate of  return. This recent study maintains that if 
compound annual rates of return of public companies are 
used, the small stock effect goes away completely and there 
is no discemable difference in returns based on coinpany 
size. This study was onIy recently published, so whether 
or not there are flaws in its methodology or logic that would 
render its findings invalid will need to be followed closely, 
particularly since it is almost sure to be cited in future valu- 
ation challenges by the government. The general question 
of whether or not to use average or compound rates of re- 
turn to dcvelop a company’s discount rate has been long- 
debated and still has its advocates in both camps periodi- 
cally publishing new articles favoring one or the other. 



In Eslate q f h g  v. Cammissioner,6 the Tax Court addressed 
the issue of whether an incremental risk premium is applicable 
due solely to a company's size. The Jung Court ultimately 
held that a company's discount rate does not warrant an incre- 
mental risk premium due solely to its size. The <Jmg Court 
reached its decision despite a statement to the contraiy by the 
R S  in its own internal training manuals. The Court sided with 
the lRS experts' position that companies are risky because they 
are in risky industries, not because of their size, The Court 
noted that the taxpayer's expertpresentedno evidence on why 
the size of the corporation affects the appropriateness of a mi- 
nority discount (or an incremental risk premium). 

The c m f d  business appraiser should come away from the 
,Ang case with the lesson that courts want to see a specific 
analysis of the risks of a company, not just a showing that the 
company is smaller and therefore demands a sizepreinium as 
a result. Although, as a general proposition, smaller compa- 
nies are riskier than larger companies, it is safer to agree with 
the h n y  court that a specific analysis of the particular risk of 
a company must be examined in each valuotioii siluation. A 
size premium does not automatically apply in every case. Each 
privately held company should be analyzed to detemiine if a 
size premium is appropriate in its particular case. There can 
be unusual circumstances where a small company has risk 
characteristics thatmake it far less risky than the average com- 
pany, warranting the use of a very low equity risk premium. 
Onc possible example of this is a private water utility ( m a -  
nopoly situation, veiy low risk, near-guamntee ofpayments). 
The use of a size premium without consideration of the risk 
of thc specific company may subjcct the appraisaI to chal- 
lenge and rejection on down the road. 

Grabowski andKing, via the PricewaterhouseCoopers study, have 
recently broadened the way lhey measure public company rates 
of rctum that go beyond mere size. In the 1999 version o f  their 
study, rates of return are also calculated based on the five-year 
average operating profit margins ofthepubliccornpanies, tis well 
as the covariance (a measure of its variability) of the operating 
profit m+, and a measure of return on equily. 

Interestingly, the study shows a clear relationship between 
these measures and rate of return, In particular, the higher 
the five-year average operating profit margin of the aver- 
age public company, the lower the rate ofreturn on its stock, 
and vice versa. In other words, companies with higher av- 
erage operating profit margins (separate andapart from their 
size) may be seen as less risky by investors than compa- 
nies with thin operating profit margins. Of great interest is 
the statistical underpinning for this finding, which showed 
the five-year average operating profit margin to explain a 
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substantial 76% of the variation observed in the rate of rc- 
turn of a public company's stock. Thus, a valuator can 
now see how measures other than size might affect a 
company's rate of return. 

Tws Main Reasons for 
a size PremZIsm 
As a genela1 proposition, a size premium is usuaIly appropri- 
ate. The support for the s i x  premium falls into two main cat- 
egories: first, a time horizon viewpoint, and second, a common 
sense Viewpoint. Following is a discussion of why each expla- 
nation suggests that valuatois shouldnot abandon the additional 
risk premium associated with size. 

Time Horizon Analysis. It is general knowledge thatpublicly 
traded common stock returns exhibit wide degrees of volatility 
from one year to the next. Therefore, in the context of shorter 
time horizons, it is quite possible that returns for sinall or large 
stocks might diier, and in some years, even show negative re- 
turns. For example, a valuator is preparing a discounted cash 
flow valuation forecast for five years, then capitalizing the final 
year cash flow into perpetuity based on a capitalization rate (a 
cap rate is simply a discount rate minus the long term annual 
growth rate). 

To compute the present values of each year's cash flows, a 
discount rate must be developed that takes into account risk. 
The valuator decides to use a shorter-tenn measure of the dis- 
count mte, basing it on the smdl stock rate of return for a 
five-year period. It is entirely possible that D five-year period 
could bc cherry-picked from rate of return data that shows an 
average rate ofretun even below the risk-free rate, or in some 
cases, a negative return. From a rational point of view, it 
certainly does not make sense that prudent investors wouild 
require a return less than the risk-free rate on a longer-term 
series of inherently more risky cash flows. Rational investois 
would always sell the stock and buy risk-free treasuries where 
they could e m  a higher return with no risk. 

Therein lies the problem of using a short-term time horizon 
(such as recent years, where no small stock effect is alleged to 
exist) to discount a longer-term income stream. In any particu- 
lar short-term period, any variety of return patterns might be 
observed due to the inherent volatility of stock market returns 
in general, whether for small or large stocks. A significanlpor- 
tion of the value in the discounted cash flow model comcs from 
the terminal year value, That terminal year value is based on a 
perpetuity assumption, Le., that earnings or cash flows con- 
tinue indefinitely into thc fiiture, growing at the annual growth 
rate. If the terminal value drives a significant portion of thc 
total value, should the valuator use short-term oscillations in 
returns ns the busis for discounting longer-term eninings or cash 
flows? Of course not. Even if the investor only intends to hold 
the security for three or five years, rational investors pricing 
the security in the market are ceitainly taking this longer term 
cash flow into account since it drives so much of a stock's total 
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return. Thus, even the investor with a shorter-term time hori- 
zon is foreed by market forces to consider the long term. 

Michael Annin, CFA, and Dominic Falaschetti, CFA, of 
Ibbntson Associates, have also examined the attack against 
assigning an additional small company equityrisk premium.’ 
They found there is a short-term phenomena of small com- 
pany stocks under-performing large company stocks in 10 
of the 20 years during the 1977 to 1996 time framc. How- 
ever, they found that this is not true in any Longer-term time 
frame that might be selected. Regardless of any rolling 20- 
year time kame from 1926 to 1996, inno single period have 
average 20-year small company stocks had average returns 
equal to or less than those of large companies. In all but a 
few periods, the stocks of small public companies have ac- 
tuallyreatized returns that are substantially in excess of those 
of large companies. These findings support the earlier com- 
ments that a longer-term timc horizon is appropriate. 

While the foregoing analysis might spcm convincing, this study 
data is basedon average annual public company ratcs of return. 
As noted previously, a recent study suggests that using a com- 
pound mtc a€ return e\iminates the small stock premiun even 
if the measurement period is long-term in nature. 

Common Sense Analysis. To this point, this article has 
only dealt with the “numbers” of academic studies. It is also 
important to consider thc common sensc aspect of the issue 
and forget momentarily the academic theory and studies. Is it 
reasonable to expect small companies to be more risky than 
large oncs? Ttierc can certainly bc cases where a particular 
smali company has a unique aspect that reduces its risk beyond 
what is normally seen. It is the job of the valuator to spot these 
situations and take them into account in making adjustments to 
the discount rate. However, most smaller coinpanics have very 
real aspects of risk that are not present (or at least not to the 
same degree) in larger companies. Regardless of whether 
CAPM, the build-up method or some other mathematical proxy 
for risk does or does not capture thts risk, it is very rcal indccd 
for the buyer. This includes key person risks, customer and 
supplier concentrations, a tenuous dependence on less certain 
bank financing, a nondiversified product line, poor financial 
information and information systems to track the business, and 
a whole host of other risks. Does the sm11 three-store retail 
chain in one locality have the same risk as Wal-Mart? Un- 
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less there i s  something extremely unusual about the chain, 
the answer is n resounding “no.” Yet the view of the oppo- 
nents of a small company equity risk premium, if taken to 
its Iogicul exhsion, would make no such distinction. 

G on c I tB sis n 
The current challenge to traditional thinking about a small stock 
premium is a very real and potentially troublesome issue. The 
challenge comes from bright and articulate people and has al- 
ready been incorporated into some court c w s ,  providing fir- 
ther ammunition for thc IRS. Failing to consider the additional 
risk associated with most smaller companies, however. is to 
fail to acknowledge reality. Measured properly, small com- 
pany stocks have proven to be more risky ovcr a long period of 
time than have larger company stocks. This makes sense due 
to the various advantages that larger companies have over 
smaller companies. Investors looking to purchase a riskier com- 
pany will require a greater return on investment to compensate 
for that risk. TI~crc are numerous other risks affecting a par- 
ticularcompany, yet the use of a size premium is one way to 
quantify the risk associated with smaller companies, How- 
ever, business appraisers must focus on what drives the 
risk in each specific company valuation and articulate it, 
rather than falling into the complacency of relying on the 
small stock issue atone. 

E N 0  NOES 
I Bcu la Y measure vf risk b s w l  w u %ock.s vanuncc with ihc ovcm\\ mar- 

kct, and is incorponted in tbc Capital Assct Pricing Modcl. niiq measure 
nil1 not be explorcd in this nr tbb ,  but ir discussed at leiiglti in Chapter 17 
of the CCH Businas Vuluution hi&,. 
R.F. Baiu, ‘‘Tk Relation Bctwcen Return and Markct Value of Common 
Srocks,“ Journal ofFimnciat Economrcr ( I  98 I .  vol. 9 )  3-1 8. 

’ Kcnncth French md Eugene F3m3, “Conininn Risk Factois in die Returns nii 

Stocks and A0nds:’Journul ofFnrmciul Economics (January 1993). 
’Ihc study was h t c r  published and sold io subsequent updntcs by I ~ C ~ T  en>- 
ployer, PriccwatcrhouseCoapcrr; 
Brimn Beeker, Ph D., and 1311 Gray, “Docs s Small Finn Effcct Exist When 
Using the CAPM? Not Since 1980 and Not When Using Gcomeiric Means 
ofI4Istoncal Rclurns,” Rusmesr Valuation Review (Seplember 1999) 104- 
I 1  1. Burkwss Vulrraliun Review i, B publication of titc Busincw Valuation 
Coniniittce ofthc American Socicty ofAppraken 

e EsrareofJung. 101 TC 412,Dec. 49387 (1993) 
’ Michael hnnin and Dominic Falasclicni, “is Therc St111 a SIZC Pmmium?“ 

CPA Experl (Winter 1998). 
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No. 

1. 

2. 

3. 

5. 

6. 

7. 

0. 

9. 

Principal Methods 

Discounted Cash Flow Model (DCF) (I) 

Risk Premium Model (RPM) (2) 

Capital Asset Pricing Model (CAPM) (3) 

Indicated Common Equity Cost Rate before Adjustment 
for Business Risks 

Credit Risk Adjustment (4) 

Business Risk Adjustment (5) 

Indicated Common Equity Cost Rate 

Recommended Common Equity Cost Rate 

Proxy Group of 
Nine Water 
Companies 

8.52 % 

10.97 

9.72 

9.72 % 

0.24 

0.30 

10.26 % 

10.25% 

Notes: (1) From page 2 of this Schedule. 
(2) From page 3 of this Schedule. 
(3) From page 14 of this Schedule. 
(4) Credit risk adjustment to reflect the EPCOR Water Arizona Inc.'s greater credit risk 

as discussed in Ms. Ahern's direct testimony. 
(5) Business risk adjustment to reflect EPCOR Water Arizona 1nc.k greater business 

risk due to its small size relative to the proxy group as detailed in Ms. Ahern's direct 
testimony. 
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FPCOR Water &wmh& 
Indicated Common Equity Cost Rate Using the Diswunted Cash Flow Model for 

tbe Proxv G.mmdMm Water ComDanies 

Proxy Group of Nine Water 
Companies 

American States Water Co 
American Water Works Co , Inc 
Aqua Amenca, Inc 
Artesian Resources Corp 
California Water Service Group 
Connecticut Water SeMce. Inc 
Mlddlesex Water Company 
SJWCorporatmn 
Yak  Water Company 

Average 

Median 

1 2 3 4 2 6 

Average 
Dividend 
Yield (1) 

2.42 % 
2.38 
2.63 
4.03 
2.60 
2.94 

2.51 
2.80 

3.48 

Value Line 
Projected 
Five Year 
Growth in 
EPS (2) 

650  % 
7 50 
8.50 

NA 
7 50 
7 00 
5 00 
7 00 
7 00 

Reuters 
Mean 

Consensus 
Projected 
Five Year 

Growth Rate 
in EPS 

2.00 % 
8.20 
4.00 

NA 
6.00 
5.00 

NA 
NA 
NA 

Zackk 
Five Year 
Projected 
Growth 
Rate in 

EPS 

2.00 % 
7.90 
5.00 

NA 
6.00 
5.00 

NA 
NA 
NA 

Yahoo! 
Finance 

Projected 
Five Year 
Growth in 

EPS 

2.00 % 
8.20 
4.00 
4.00 
6.00 
5.00 
2.70 
14.00 
4.90 

Average 
Projected 
Five Year 
Growth in 
EPS (3) 

3.13 % 
7.95 
5.38 
4.00 
6.38 
5.50 
3.85 
10.50 
5.95 

7. 

Adjusted 
Dividend 
Yield (4) 

2.46 Yo 
2.47 
2.70 
4.1 I 
2.68 
3.02 
3.55 
2.64 
2 80 

Indicated 
Common 

Equity 
Cost Rate 

(5) 

559 % 
1042 
8 08 
8 1 1  
9.06 
8 52 
7 40 
13.14 
8 83 

880 % 

852 % 

- 
I__ 

NA= Not Available 
NMF = Not Meaningful Figure 

Notes: 
(1) Indicated dlvldend at 12/31/2014 divided by the average closing price ofthe last 60 trading days 

(2) From pages 16 through 24 of this Schedule. 
(3) Average of columns 2 through 5 exduding negative growth rates. 
(4) This reflects a growth rate component equal to one-half the conclusion of growth rate (from column 

6) x column 1 to reflect the periodic payment of dividends (Gordon Model) as opposed to the 
continuous payment. Thus, for American States Water Co. , 2.42% x (1+( 112 x 3.1 3%) ) = 2 46%. 

ending 12/31/2014 for each company. 

(5) Column 6 t column 7 

Source of Information: Value Line Investment Survey 
w.reuters.com Downloaded on 01/12/2015 
www,zacks.com Downloaded on 01/12/2015 
www.yahoo.com Downloaded on 01/12/2015 
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EPCOR Water Arizona Inc. 
Summary of Risk Premium Models for the 

Prow GrOUD of Nine Water Comnanies 

Proxy Group of 
Nine Water 
Companies 

Predictive Risk 
Premium Model TM 

(PRPMTM) (1) 11.35 % 

Risk Premium Using 
an Adjusted Total 
Market Approach (2) 

Average 10.97 % 

Notes: 
(I) From page 4 of this Schedule. 
(2) From page 5 of this Schedule. 
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Line No. 

EPCOR Water Arizona Inc. 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Usinq an Adiusted Total Market Amroach 

1. Prospective Yield on Aaa Rated 
Corporate Bonds (I) 

Proxy Group of 
Nine Water 
Companies 

4.85 % 

2. Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 
Utility Bonds 0.15 (2) 

3. Adjusted Prospective Yield on A Rated 
Public Utility Bonds 5.00 % 

4. Adjustment to Reflect Bond 
Rating Difference of Proxy Group (0.01) (3) 

5. Adjusted Prospective Bond Yield 4.99 % 

6. Equity Risk Premium (5) 4.83 

7. Risk Premium Derived Common 
Equity Cost Rate 9.82 % 

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from 
Blue Chip Financial Forecasts (see pages 1 1 - 12 of this 
Schedule). 

(2) The average yield spread of A rated public utility bonds over Aaa 
rated corporate bonds of 0.15% from page 8 of this Schedule. 

(3) Adjustment to reflect the AI/A2 Moody's bond rating of the proxy 
group of nine water companies as shown on page 6 of this 
Schedule. The 1 basis point adjustment is derived by taking 1/6 of 
the spread between Aa2 and A2 Public Utility Bonds (116 * 0.06% 

(4) From page 6 of this Schedule. 

= 0.01 %). 
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Moody's 
Bond Ratinq 

Aaa 

Aal 
Aa2 
Aa3 

A I  
A2 
A3 

Baal 
Baa2 
Baa3 

Bal 
Ba2 
Ba3 

B 
B2 
83 

Numerical Assignment for 
Moody's and Standard & Poor's Bond Ratings 

Numerical 
Bond Weiqhtinq 

1 

2 
3 
4 

5 
6 
7 

8 
9 
10 

11 
12 
13 

14 
15 
16 
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Standard & Poor's 
Bond Ratinq 

AAA 

AA+ 
AA 
AA- 

A+ 
A 
A- 

BBE+ 
BBB 
BBB- 

BB+ 
BB 
BB- 

B+ 
6 
B- 
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Line 
No. 
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Page 9 of 24 EPCOR Water Arizona Inc. 
Judgment of Equity Risk Premium for 

the Proxv Group of Nine Water Companies 

Proxy Group of 
N i ne Wa te r 
Companies 

1. Calculated equity risk 
premium based on the 
total market using 
the beta approach ( I )  

2. Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities 
with A rated bonds (2) 

3. Average equity risk premium 

Notes: (1) From page 10 of this Schedule. 
(2) From page 13 of this Schedule. 

4.80 % 

4.86 

4.83 % 
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l ine No. 

1. 

2. 

3. 

4. 

5. 

6 

Notes: 

EPCOR Water Arizona Inc. 
Derivation of Equity Risk Premium Based on the Total Market Approach 

Using the Beta for 
the Proxv GrouD of Nine Water Companies 

Based on SBBI Valuation Yearbook Data: 

lbbotson Equity Risk Premium (1) 

lbbotson Equity Risk Premium based on PRPMTM (2) 

Based on Value Line Summarv and Index: 

Equity Risk Premium Based on Value Line 
Summary and Index (3) 

Proxy Group of 
Nine Water 
Companies 

5.85 % 

9.31 

5.39 

Conclusion of Equity Risk Premium (4) 6.85 % 

Adjusted Value Line Beta (5) 

Beta Adjusted Equity Risk Premium 

0.70 

4.80 % 

Based on the arithmetic mean historical monthly returns on large company common 
stocks from IbbotsontB SBBIE3 2014 Classic Yearbook - Market Results for Stocks, 
Bonds, Bills, and Inflation minus the arithmetic mean monthly yield of Moody's Aaa 
and Aa corporate bonds from 1926 - 2013. (12.05% - 6.20% = 5.85%). 

The Predictive Risk Premium Model (PRPMTM) is discussed in Ms. Ahern's 
accompanying direct testimony. The lbbotson equity risk premium based on the 
PRPMTM is derived by applying the PRPMTM to the monthly risk premiums between 
lbbotson large company common stock monthly returns minus the average Aaa and 
Aa corporate monthly bond yields, from January 1928 through November 2014. 

The equity risk premium based on the Value Line Summary and Index is derived from 
taking the projected 3-5 year total annual market return of 10.24% (described fully in 
note 1 of page 15 of this Schedule) and subtracting the average consensus forecast 
of Aaa corporate bonds of 4.85% (Shown on page 5 of this Schedule). (10.24% - 
4.85% = 5.39%). 
Average of Lines 1, 2, & 3. 
Median beta from page 14 of this Schedule. 

Sources of Information: 
lbbotson@ SBBI" 2014 Classic Yearbook - Market Results for Stocks, Bonds. Bills. 
and Inflation, Morningstar, Inc., 2014 Chicago, IL. 
Industrial Manual and Mergent Bond Record Monthly Update. 
Value Line Summary and Index 
Blue Chip Financial Forecasts, January 1, 2015 and December 1, 2014 
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Consensus Forecasts Of U S .  Interest Rates And Key Assumptions' 
______________I_____---------------- his to^----------------------------------------- 
----__- Average For Week Ending------ ----Average For Month---- Latest Q* 

Interest Rates Dec.26 Dcc. 19 Dec. 12 Dec. 5 Nov. Q& &g. 1OZol4 
Federal Funds Rate 0.13 0.12 0.12 0.10 0.09 0.09 0.09 0.10 
Prime Kate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 
LIBOR, 3-mo. 0.24 0.23 0.23 023  0.23 0.23 0.23 0.23 
Commercial Paper, 1-mo. 0.12 0.11 0.11 0.10 0.07 0.06 0.06 0.08 
Treasury bill. 3-mo 0.04 0.04 0.03 0.02 0.02 0 02 0 0 2  0.03 
Treasury bill. 6-1110. 0.13 0.11 0.10 0.08 0.07 0.05 0.04 0.08 
Treasury bill, 1 qr  0.26 0.23 0.20 0.15 0.13 0.10 0.11 0.15 
Treasury note, 2 yr 0.70 0.63 0.61 0 5 6  0.53 0.45 0.57 0.54 
Treasury note, 5 yr. 1.69 1.61 1.61 1.60 1.62 1.55 1.77 1.60 
Treasury note, I O  yr. 2.21 2.14 2.19 227 2.33 2.30 2.53 2.27 
Treasury note, 30 yr .  2.80 2.75 2.84 2.91 3.04 3.04 3.26 2.96 
Corporate Aaa bond 3.78 3.74 3.75 3.90 3.92 3.92 4.11 3.87 
Corporate Baa bond 4.75 4.72 4.12 4.79 4.19 4.69 4.80 4.74 
State & Local bonds ria 3.65 3.65 3.83 3.96 3.96 4.13 3.86 
Home mortgage rate na 3.80 3.93 3 89 4.00 4.04 4.16 3.97 

1 Q  2Q 3Q 4 4  1Q 2Q 3 4  $Q* 
Ke> .4ssuin~tions ~2013~32014ll4l4~ 
Major Currenq Index 74.1 76.4 76.7 76.0 77.1 76.6 77.8 83.9 
Real GDP 2.7 1.8 1.5 3.5 -2.1 4.6 5.0 2.7 
GDP Price Index 1.3 1.2 1.7 1.5 1.3 2 1 1.4 I O  
Consumer Price Index 1.2 0 4  2.2 1.1 1.9 3.0 1.1 -0.9 

 hi story _____  _ _ _  _ _  _ _ _  _ _  _ _ _ _  I____ 

Forccosts for interc~t ratcs and the Federal Reservc's Major Currency Index represent averages for the quarter Forecasts for Real ODP. GDP Price Index and Consumer Price 
Index are seasonallyadjusted annual rates ofchange (saar) Indtwdual panel members' forecasts are on pages 4 through 9 Histoncal data for interest rates cxcept LIBOR is from 
Federal Reserve Release (FRSR) H I5 LIBOR quotes available from The Wall Street .luurnd Interest rate definitions are same as those in FRSR t i  15 Treasury yields are 
reported on a constant maturity basis I-listoncal data for Fed's Major Currency Index is from FRSR H IO and G 5.  Histoncal data for Real GDP and GDP Chained Price Index 
are from the Bureau of Economic Analvsts (REA) Consumer Price Index (CPI) hidory is from the Department of Labor's Bureau of'Labor Statistics (BLS) ./htotor -/Q ?Old 
M ~ I W  (brrmcy indtx IS hu.sed on dutu through Ikcrmher 23. Figurex fur #Q 2014 Reul GfV', (7111' ('hurnrd /'rice Index umi i'onwmer Price index un, C I J R \ ~ ~ I I I \  jorwurrc 
howdlon N speoul qiieslrfln uskedojthepflne/fw ' /h i>  monlh 

U.S. Treasury Yield Curve 
Weekended December26,2014andYearAgovs 

1 Q 2014 a n d  ZQ 201 6 Consensus Forecasts 

4.50 1 I 4.50 
4w -- __ veer&J. 
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The table below contains results of our semi-annual long-range CONSENSUS survey. There are also Top I O  and bottom I O  averages for each varia- 
ble. Shown are estimates for the years 2016 through 2020 and averages for the five-year periods 2016-2020 and 2020-202s. Apply these pro-iections 
cautiously. Few economic, demographic and political forces can be evaluated accurately over such long time spans. 

Interest Rates 
I .  Federal Funds Rate 

2. Prime Rate 

3. LIBOR, 3-Mo. 

4. Commercial Paper, I-Mo. 

5. 'lieasury Bill Yield. 3-Mo. 

6. Treasury Dill Yield, 6-Mo. 

7. Treasury Bill Yield, I-Yr. 

8. Treasury Note Yield. 2-Yr. 

10. 'lfeasury Note Yield, 5-Yr. 

1 I .  Treasury Note Yicld, 1 0-Yr. 

12. Treasur); Bond Yield, 30-Yr 

13. Corporate Aaa Bond Yield 

13. Corpvrate Baa Bond Yield 

14. State d I..ocal Bonds Meld 

15. Home Mortgage Rate 

A. FRR - Major Currency lndcx 

B. Real GDP 

C .  GDP Chained Pricc Index 

D. Consumer Price Index 

-______L__- Average Fur m e  Year---------- 
- - - - -  2016 2017 2018 2019 2020 2016-2020 2021-202s 

Five-Year Averages 

CONSXNSIJS 1.8 2.9 3.6 3.7 3.7 3.1 3.6 
T o p  10 Average 2.4 3.7 4.2 4.2 4.2 3.7 4.1 
Hottom 10 Average 1.2 2.3 2.9 3.0 3.0 2.5 2.9 

CONSENSCJS 4.7 5.8 6.5 6.6 6.6 6.0 6.5 
Top 10 Average 5.4 6.6 7.1 7.2 7.2 6.7 7.1 
Bottom 10 Average 4.2 5.2 5.8 5.9 5.K 5.4 5.6 

CONSENSIIS 2.1 3.2 3.7 3.9 3.9 3.3 3.8 
TvplOAverage 2.7 3.9 4.3 4.4 4.4 3.9 4.3 
Bottom 1OAverage 1.5 2.5 3.1 3.2 3.3 2.7 3.3 

CONSENSUS 1.9 3.0 3.5 3.7 3.7 3.1 3.7 
Top IO Average 2.4 3.5 4.0 4.2 4.2 3.6 4.2 
Bottom 10 Average 1.5 2.5 3.0 3.1 3 -2 2.7 3.2 

CONSENSCJS 1.8 2.9 3.4 3.6 3.6 3.0 3.5 
Top 10 Average 2.4 3.6 4.0 4.2 4.1 3.7 4.1 
Bottom 10Average 1.3 2.2 2.9 2.9 2.9 2.4 2.7 

CONSENSUS 2.0 3.0 3.6 3.7 3.7 3 .2 3.6 
Top 1 0  Average 2.5 3.8 4.2 4.4 4.3 3.8 4.2 
Bottom IOAverage 1.5 2.4 3.0 3.1 3.1 2.6 2.8 

CONSENS1 JS 2.1 3.2 3.7 3.8 3.8 3.3 3.7 
Top IOAverage 2.8 3.9 4.4 4.5 4.4 4.0 4.3 
Bottom 10 Average 1.6 2.5 3.1 3.1 3.2 2.7 2.9 

CONSENSUS 2.5 3.4 3.9 4.0 4.0 3 -6 4.0 
Top 10 Average 3.3 4.1 4.5 4.7 4.6 4.2 4.5 
Bottom 10 Average 1.9 2.8 3.3 3.3 3.3 2.9 3.2 

CONSENSUS 3.1 3.8 4.2 4.3 4.3 4.0 4.3 
Top IOAvetage  3.8 4.5 4.9 5.1 5.1 4.7 4.9 

Top10Average 4.4 5.0 5.4 5.6 5.6 5.2 5.4 
Bottom 10Average 3.2 3.5 3.8 3.8 3.9 3.7 3.9 

CONSENSUS 4.3 4.8 5.0 5.1 5.2 4.9 5.1 
Top 10Aveiag0 5.0 5.6 5.9 6.2 6.2 5.8 6 .O 
Bottom 10Average 3.7 4.0 4.2 4.2 4.3 4. I 4.3 

CONSENSUS 5.1 5.6 6.0 6.1 6.1 5.8 6.1 
Top 10 Axerage 5.8 6.4 6.8 7.0 7.0 6.6 6.8 
Bottom 10 Average 4.5 4.8 5.1 5 1  5.2 5 .o 5.4 

CONSENSIJS 6.0 6.5 6.8 6.9 7.0 6.6 7.0 
Top1OAverage 6 7  7.3 7.7 7.9 7.9 7.5 7.7 
Bottom 10Averagc 5.4 5.6 5.9 5.9 6.0 5.8 6.2 

CONSENSUS 4.9 5.2 5.4 5.4 5.4 5.2 5.3 
Top 10 Average 5.5 5.7 6.0 6.1 6.1 5.9 6 .o 
Bottom 10 Average 4.3 4.6 4.7 4.7 4.7 4.6 4 7  

Bottom 10Averagc 2.6 3.2 3.6 3.5 3.6 3.3 3.6 
CONSENSZJS 3.7 4.3 4.6 4.7 4.7 4.4 4.6 

CONSENSUS 5.2 5.8 6.2 6.3 6.3 6 .O 6.2 
Top 10Averagc 5.9 6.5 7.1 7.2 7.2 6.8 7 .0 
Bottom 1 0  Average 4.6 5.1 5.5 5.5 5.5 5.2 5.3 

CONSENSUS 83.6 833 82.7 82.4 82.1 82.8 82.0 

Bottom 10 Awxage 80.3 79.8 78.5 77.9 77.3 78.7 77.4 
'lop 10Average 86.7 86.7 86.6 86.5 86.6 86.6 86.3 

----------Year-Over-Year, u/n Change--------- Five-Year Averages 
2016 2017 2018 2019 2020 ZOlG-2020 2021-2025 - - - - -  

CONSENSZJS 2.8 2.8 2.6 2.4 2.4 2.6 2 -3 
Top 10Averagc 3.2 3.1 2.9 2.8 2.7 2.9 2.6 
Bottom 10 Average 2.6 2.4 2.3 1.8 2.0 2.2 2.0 

CONSENSUS 2.0 2.2 2.2 2.1 2.1 2.1 2.1 
Top 10 Average 2.3 2.7 2.6 2.5 2.4 2.5 2.5 
Bottom I O  Average 1.7 1.8 1 .8 1.8 1 .8 I .8 1 .8 

CONSENSUS 2.3 2.5 2.4 2.3 2.3 2.4 2.3 
Top 10Average 2.7 3.1 3.0 2.8 2.7 2.8 2.7 
Bottom 10 Average 2.0 2.0 2.0 1.9 1.9 1.9 1.9 



Line No. 

Arithmetic Mean Holding Period Returns on 
the Standard & Poor's Utility Index 1928- 

1. 2014 (2): 
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EPCOR Water Arizona Inc. 
Derivation of Mean Equity Risk Premium Based on a Study 

Usina Holdina Period Returns of Public Utilities 

Over A Rated 
Moody's Public Utility 

Bonds (1) 

10.69 % 

Arithmetic Mean Yield on Moody's A Rated 
2. Public Utility Yields 1928-2014 (6.48) 

3. Historical Equity Risk Premium 4.21 % 

Forecasted Equity Risk Premium Based on 
4. P R P M ~ ~  (3) 5.51 

Average of Historical and PRPMTM Equity 
5. Risk Premium 4.86 % 

b 

Notes: (1) 

(2) 

Based on S8P Public Utility Index monthly total returns and Moody's Public 
Utility Bond average monthly yields from 1928-2014. 

Holding period returns are calculated based upon income received (dividends 
and interest) plus the relative change in the market value of a security over a 
one-year holding period. 

The Predictive Risk Premium Model (PRPMTM) is applied to the risk premium of 
the monthly total returns of the S&P Utility Index and the monthly yields on 
Moody's A rated public utility bonds from 1928 - 2014. 

(3) 
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EPCOR Water Arizona Inc. 
Indicated Common Equity Cost Rate Through Use 

of the Traditional Capital Asset Pticinq Model (CAPMI and Empirical Capital Asset Pricina Model (ECAPM) 

Proxy Group of Nine Water 
Companies 

American States Water Co. 
American Water Works Co., Inc. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
York Water Company 

Average 

Median 

See page 15 for notes 

1 

Value 
Line 

Adjusted 
Beta 

0.70 
0.70 
0.70 
0.55 
0.70 
0.65 
0.70 
0.85 
0.65 

0.69 

0.70 

2 - 

Market Risk 
Premium (1) - 

7.83 % 
7.83 

7.83 
7.83 
7.83 
7.83 
7.83 
7.83 

7.83 

Traditional 
Risk-Free CAPM Cost 
Rate (2) Rate (3) 

3.94 % 9.42 % 
3.94 9.42 
3.94 9.42 
3.94 8.25 
3.94 9.42 
3.94 9.03 
3.94 9.42 
3.94 10.60 
3.94 9.03 

9.33 % - 

Indicated 
ECAPM Common 

Cost Rate Equity Cost 
(4) Rate (5) 

10.01 % 
10.01 
10.01 
9.13 

10.01 
9.71 

10.01 
10.89 
9.71 

9.94 % ~ 9.64 % - 
9.42 % - 10.01 % 

P 
9.72 % 
P 



EPCOR Water Arizona inc. 
Development of the Market-Required Rate of Return on Common Equity Using 

the Capital Asset Pricing Model for 
the Proxy Group of Nine Water Companies 

Adiusted to Reflecta Forecasted Risk-Free Rate and Market Return 

Notes: 
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(1) For reasons explained in Ms. Ahern's accompanying direct testimony, from the 13 weeks ending January 2. 2015, &!E 
Line Summary B Index, a forecasted 3-5 yeartotal annual market return OF 10.24% can be derived by averaging the 13 
weeks ending January 2, 201 5 forecasted total 3-5 year total appreciation. converting it into an annual market appreciation 
and adding the Value Ling average forecasted annual dividend yield. 

The 3-5 year average total market appreciation of 37% produces a four-year average annual return of 8.19% ((1 .37OZ5) - 
1). When the average annual forecasted dividend yield of 2.05% is added, a total average maket return of 10.24% (2.05% 
+ 8.19%) is derived. 

The 13 weeks ending January 2. 2015 forecasted total market return of 10.24% minus the risk-free rate of 3.94% 
(developed in Note 2) is 6.30% (10.24% - 3.94%). 

The Predictive RiskPremium Model (PRPMTM)marketequi~riskpremium of 10,41%isderivedbyapplyingthe PRPMTN to 
the monthly equlty risk premium of large company wmmon stodcs over the income return on long-term US. Government 
Securities from January 1926 through November 2014. 

The Morningstar, Inc. (Ibbdson Associates) calculated arithmetic mean monthly market equity risk premium of 6.79% for 
the period 1926-2013 results from a total market return of 12.05% less the arithmetic mean income return on long-term 
U.S. Government Securities of 5.26% (12.05% - 5.26% = 6.79%). 

The average of these three expectational risk premiums result in a 7.83% average market equity risk premium, which is 
then multiplied by the beta in column 1 of page 14 ofthis Schedule. (7.83% = (6 30% t 10.41% + 6.79%)/3). 

For reasons explained in Ms Ahem's direct testimony, the risk-free rate that Ms. Ahern relies upon for her CAPM analysis 
is the average forecast of 30-year Treasury Note yields per the consensus of nearly 50 emnomists reported in the Blue 
Chip Financial Forecasts dated January 1, 2015 and December 1, 2014 (see pages 11 & 12 of this Schedule).The 
estimates are detailed below: 

(2) 

First Quatter 2015 
Second Quarter 2015 
Third Quarter 2015 
Fourth Quarter 2015 
First Quarter 2016 
Second Quarter 2016 
2016 - 2020 
2021 - 2025 

Average 

a r  
Treasurv Note Yield 

3.10% 
3.30% 
3.50% 
3.70% 
3.90% 
4.00% 
4.90% 
5.10% 

m 

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 

Rs = RF t p (RH - RF) 

Where RS = Return rate of common stock 
RF = Risk Free Rate 
p =Value Llne Adjusted Beta 
RM = Retum on the market as a whole 

The empirical CAPM is applied using the following formula: (4) 

Rs = RF+ .25 (RM - RF ) + .75 p (Ru - RF ) 

Where RS = Return rate of common stock 
RF Risk-Free Rate 
p =Value Line Adjusled Beta 
RM = Return on the market as a whole 

Source of Information: Value Line Summarv 8 Index 
Blue Chip Financial Forecasts, December 1,2014 and January 1,2015 
Value Line Investment Survey, (Standard Edition) 
Ibbotson"SBBl"2014 ClassicYearbook- MarketResultsforStocks. Bonds, Bills and Inflation. Morningstar. inc, 
2014, Chicago, IL 
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6.8% 85% 
6.6% 8.5% 
10% 28% 
84% 67% 

0 0 0 0 0 0 0 0 0  

8 1% 8.3% 8.8% 82% 11.0% 10.3% If.% 12.7% 11.5% f2,% R#umcmShr.Equily f2% 
8.1% 8.3% 8.8% 82% 11.0% 10% 11.9% 127% 11.5% Uf/% RotwncnComEquily. E% 
27% 39% 9.1% 32% S8% 5.3% 6696 88% 55% 8.0% RetalnedtoCcnEq 5.5% 
67% 58% !M% 61% 47% 49% 45% 47% 59% 58% AllDIV'dsbMstProf 38% 

1.11 t.32 1.45 165 1.69 r.70 211 2-13 2.4% 2.65 td5 1 275 "CashFlow" prsh 3.35 

.44 .& .46 48 .50 51 52 .56 64 76 83 .90 Dlv'd Decl'dporstt 8. I.16 

.93 .66 .67 81 ,TB .61 1.11 112 1.41 1.61 7.50 T.60EermngsperrhA 2.00 

2.51 212 195 145 2 23 2.09 2'12 213 1.77 2.52 2,05 I 240 CaD'ISriendlnnWrah 2.40 

81 .@7 I a3 I 86 7.w 181 
50% 4Th 42% I 3.9% 3.6% 3.5% 

CAPITAL STRUCTURE as ofOBOn4 
rotal Debt $317 1 mill. Due In 5 YR $7.6 mill. 
LT Debt $310.8 mlU. LT RltarOst $22.0 msl. 
!LT interest earned 5,7 x !OM inlereSt 

itmas, U n ~ p I t d n d  Annual rsntahl522 mil 
PenslonAatalr-l2/lS $127.5 mill. 

pld Stock None. 

Sommon Stook 38,400,WBshs 
IS 01 10131114 

wer8ga' 5.4 x) (38% Of Cap?) 

ObWg, $152 7 mlll. 

WRKETCAP: $ lA  bllllon (MldCap) 
CURRENTPOSITION 2012 ZOlS 9130114 

3thsr 160.5 
Jurrent Assels 
4ccts Payable 40-6 49.0 49.7 
>e& Due 6 3  6 3  
%her 
2unent Llab. 
~ I x  Chg Cov. 488% 531% 533% 
4NNUAL RATES Part Past Est'd 4143 

?avenues 55% 65% 
CashFbw" 75% 8.6% ;% 

90% 13.00, 6.5% 

e8S (pUJ  Asrats 23.5 57.9 

ifehange(pershf IOYS. 5 h R  lO'fl- ' IV 

2011 V& Lme PUbRshh UG 48 n N rorented Fadl 
'YE PUQUSMER IS NOT AE!PONhSlt$OR ANY ERItOR.5 n mny hP ~cpraduced. tm. smd a lroiiynmed 18 any plite 

288 
37.8% 
6.9% 

46 2% 
%.E% 
577.0 
m i 3  
64% 

- 
- 
- 
- 

41.4 
43.2% 
5.8% 

44.3% 
55 7% 
677.4 
855.0 
7.6% 

- 
- 
- 
- 

11.80 

3.1% 

2.0% 
45 4% 
54.6% 
749.1 
896.5 
7.1% 

- 
- 
- 917.8 

R 1 5  
3d.w 
21.0 
1.M 

2 5% 

I_ 

I_ 

~~~ 

6,SX Return onTobl Cap'l 

1.30 I!! 27% 
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F M A W  J J A S O  

Lea(les, Uncapltallzed Annual rentals $15.9 mlll. 
P6nSbn AS$& 12/13 $1383.6 rnrll 

Pfd Stock bf6.0 mRI. 

Cmnmon Stock 179.309,045 shs. 
as of 10138&?014 

Oblig. $1494.1 mil!. 
PM Dlv'd $ 7  mlll 

MARKET CAP $8.5 blnlon (Large Cap) 
CU!$ffi\ POSITION 2012 2013 W30113 

Cas%-K;ets 24.4 27.0 74 7 
Other 475.0 6233 682.9 
C u r m t A s w t o  3%3 5503 ?'Ti3 
hISPeyCW 279.6 264.1 260.7 
Debt Due 385.9 644.G 369.6 
Dther 329.3 326.9 428.6 
CurrentLlab. TBX TSEJ 

ANNUAL RATES Past Past Est'd '11.'13 
~~chmngc[pepers~~) w m .  SYW. to'17.'10 
yevenues -. 30% 4.596 

_. 32.5% 3.6% _ _  _ -  7.5% 
Cash Flw" 

Earnings 
3ivMende - -  _ _  8.0% 

2Oi1 .E .23 .23 .23 
23 25 SO 

2013 .- 2% 98 28  
2012 I 23 

2016 vahle L%P Rlb LlC Al I B rewed.  FPUU 
IE PUPISHER 6 NO%%'ONSIBLE?ORANV ERRORS 
t may be t w c e d .  respid. 511106 01 uanrmw in 0ny piie~ 

1.2: .. , _. _ _  .. 1.14 1.04 .93 105 106 1.12 1.08 
.̂ 1 .. -- - =  19% 42% 38% , 3.l% 3.4% 20% 2 5 1  AvgAnn'lDNdnlrd 23% 

3sQ( -- - -  2093.1 2214.2 23369 2440.7 2710.7 ~ 2866.2 28769 2801.9 3030 3200 Remes&nill) 
w -- -. 6155.8 (13423 1872 2we 267.8 3040 3743 3893 410 00 Netpmtt(mii) 

325% -. .. -. .- 37.4% 379% 404% 39,574 4024 3.1% 38.5% 365% IncomaTatReto 
_. _. .. .I ._ ._ _ _  - *  6246 51% 2.511 50% AFUDGKbNelPrdt &O?i 
.- -. 56.1% 50.9% 53.1% 569% 568% 557% 539% 52.4% 53.5% S.5% lona-TemD@bIRaUo 65.0% 

BUSINESS AmEdcan Water Works Company. Inc. is the largest New Jersey is H6 largest market accwniing for 24.6% dwenues 
mvealor-owned WFII and wastewater uti@ In the U.S.. providing Has roughly 6,600 empiqrees. Ueprecblloo rale, 3.1% In '13. 
wrvkes to over 14 mi!ltm p o p b  In over 40 state8 and Canade, BhckRa;k, inc., owns 10.5% of sham outsfandmg. Mcem a 
(Regulated presence in 18 staiw.) Noiuegulated buslness ass& dmctors own 2.6% (3114 Proxy). Pres. & CEO: Susan Stpry 
rnunlerpglklsa and mllitary bases With the mainlenanee and upkeep Chairman: Georgs lulackenzia Addr: 1025 Laurel Oak Road, Vow. 
a8 mil. Rqmiafad operailon8 made up 09% of 2019 mvMue8. hem, NJ 08043, TBk 858-348-8200. kderneI' www.emwaler.com 

American Water Works probably 'ust run systems. As vast sums of money are 
wrapped up a successful 2014. dan- required to financc khc modernization of 
agement estimates that full-year earnings a n  aghig water infrastructure, more 

r share will come In a t  $2.3042.35. Fol- ca strapped local authorities arc willing 
gwing last year's slight dip in the bottom to ell their systems to blgpr well- 
line, this represents a nice recovery, cspe- eapftaiized utilitics. And, whilo most pur- 
cia11 considering that the utility lost chases aren't that large, consummating 
SO.Og a share due to wet weather, and about 30 mergefs; a year. adds up in the 
look a $0.04-a-share hit as a restilt. of a long term. 

spill In West Virginia. shares of American Water Works have  
r ahead should be even better. been performing weI1, Since our Octo- 
arnings are expected tQ reach ber re ort, the price of the water utility's 

$2.60, a strong 13% increase over last stock {as risen over 10%. compared to an 
y r .  A docent portion of the higher re- ihcreasc of about 4% for the broader mar- 
urns &ill be a result of American Waler's kot. Making this showln cven more im- 

continuin drlvc to improve its operating pressive is that water utifities are usually 
margins ttrough mt cuttlng and cost sav- considered defensive plays. Overall, ihc 
ingJ from acquisirions. Indeed. ihc  cornpa- stock prlce soared 31% in 2014, or about 
nys expense margin has declined from twice that of the market average. 
41% tn 2013 to  an estimated 38% last We think that. these shares may take a 
year. Moreover, we ere expecting a 1.5% breather. Despite our favorable outlook 
Improvement in ihls ratio in both 2015 for the company, the Timeliness rank of 
and 2018, which should lower the rate to the stock has hoen lowered one notch to a 
3594 by 201 7. 3 (Average). Moreover, the posittvc outlook 
Acquisitions will remain an important appears to be fully priced into the equity 
part of American Water's long-term as its prospects through 2017-2019 a& 
fan. The water utility Industry in the now subpar, 

January 16, 2015 .S .  consists mostbj of sinall municipally- James A. FIond 
luarlerly aamhes may not suin due to quarter of 2012. (C) In milltons. (D) Includes IR Com an '8 Flnanclal Strength 

(8) Dlvld8nds pad in Mwch, June, isngibles. In 2013 $1.24 bmon, $6.781share 8 e r  and December. Ulv. relrwciC (E) Pro forma numben for 'OB (i '07. Price Grawth Perslstance 
avsHable Two Davmenls made in 4lh 

Bt 
too Stoc!'~ ~tlce6tablllty 

http://www.emwaler.com


Exhibit PMA-RT 1 
Schedule 9 

Page 18 of 24 

257 274 308 332 3.49 427 
90.25 13350 13978 14247 141.49 154.31 
225 21 2 18.2 236 236 24.6 
117 121 118 12i 120 M 

29% 30% 33% 25% 25% 25% 
CAPITAL STRUCTUREasof913WlQ 
Totd Wt$1653.8 mill.Due In 5 Y n  1324.6 mB 
LT DeM $1560.0 mtll. LT Interest $70 0 mill 
(TOU Interest mvarags: 3.9~) (49% ot Cap'l) 

~0n~lon~sseta-1Zlla $232 4 mill. 

Pfd Stock None 
Common Stofik 178,833,848 shares 
as of 40124414 

Ob@ $28 1.2 miU. 

1 MARKET CAP: $4-7 billion (Mid Cap) 

Reveivables 92.9 95.4 105.7 
fnvenfory(AvgCstJ 7f.8 17 4 124 
Other 1513.7 59.8 

-87 97 101 1.10 1 14 1.24 142 1.45 151 1.82 1,#0 205 "C8shFlow"perrh 290 

29 ,32 35 38 41 44 41 S O  54 58 63 .69 OWdDod'dpxsh 8. .98 
1.23 1.47 1.84 143 1.58 ' 1.65 189 180 1.98 1.73 f>75 t.96 C8p'lSpendlngDwSh %OS 

.5t 57 .56 57 38 .62 72 113 87 1.16 f.20 1.30 Emlngspwsb A 1.55 

471 5.M 5.57 5.85 636 650 8,81 721 , 7.90 863 8.83 9.05 EoakValuape&h f7.W 
158.97 161.21 165.41 186.75 189.21 17061 17246 17360 175.43 171.83 f7B.W f7WO GPmmonShsOuWQ rT0.W 

251 318 34.7 320 24.9 233 '21.1 21.3 21.9 212 20.8 AvgAnn'lP/ERPdlo H.5 
193 18Q 187 170 i50 154 I 134 1.34 139 119 f.M Rofathre PIE Ratlo 135 

ta% 112% 100% 97% 83% SAW 108% 116% 11.0% 13.4% IJFk 74% RelutnonShr.Equr( i40% 
10.7% 11216 100% 9.7% 8.3% 94% 10.6% t1.6% i1.m 13.4% !Z!% 7 4 , s  RatwnonCornEqcllty 74.0% 
46% 48% 3% 3.2% 25% 2.7% 3.7% 48% 4.3% 6.7% 63% 7.0% Re$hledtoCamEq U.O% 
57% 56% 63% 87% 70% 72% 65% 6G% 61% 50% 53% 53% AllDlv'drtoNet Prof 58% 

BUSINESS: Aqua America, lno. IS un! holding company for water & olher, 23 9%. Oflieen and directors Oum 8% of (ha common 
and waslawaler ufililiea that 6em approxirnahdy area miillon resl- stock; Vangurad emup, 66% Slab slresl Cepltaf Carp, 6.3% 
dent8 h Penns~venls, Ohlo, North Carolina, IUmole, Texas. New Blackrock, Inc, 6.1% (4H4 Proxy] Chaman 8 Chl6fExecullve Of. 
J w y .  Fbtida, Miana, and Ave ogler states. Acquhed Im Nicholas DeBeneMotts. Incarporate? Pennsyylvanla Address 
RquaSource, 7M3; Consume Waler, 4199: end olhsnt. Wnter sup 782 Wesl Lancaster Avenue, Biyn Maw, Pennsylvania 19010. Tel- 

Aqua America should record solid riod, the utility's annual payout will likely 
be hiked 9% annually, a level well above 

F%%%xxmt results in 2014 as we t h d  that of Its peers. 
earnings per sham rose 3.4%, to $1.20. Nonregulated operations will proba- 
This fi ure is much bctler ap cars, bly be affected by declining oil prices. 
as 2018 was an outstandin atxfcom- Exploring for oil and gas domestically re- 

arisons with it are very it, Fueled quims lar e quantities of water, which are 
gy an expanding rate bas ich the usually skpped to the drilling site by 
utility earns a rerum), we expect share net trucks. This Is an expensive and cumber- 
to increase a healthy 8%. Lo $1.30 a share some process Aqua has simplifled the pro- 
this year. ccdure by exlending water pipelines right 
Acquisitions will continue to remain a to the rigs. Energy producers arc willing to  
key part of Aqua's strategy. The US, pay high fees For such a service. Howcvcr, 
water market cansists of over 50,000 with oil prices having declined b about 
municipally-run districts, many of which 50 summer. cnergy expjbrarion 
are Financially strapped and don't have the coul bstantially if crude prices do 
required funds to upgrndc their ann- not 
quated water Infrastructure. Some are Xnc ted investors will find 
wlllln to sell themselves to a well- much to like about  these shares. True. 
capitakwd utility. Since there are man tho stock's yield is lower than the industry 
redundancies in the business, Aqua is a d  average. TS typically have to 
to integratc purchases and Improve profit- sacrifice income to obtain a 
abWty by reducing cost$. An estimated 20 water u ch robust dividend 
acquisitions wore madc Iast year, and we growth prospects. Indeed, the equity's cap- 
ihink that will represent the low end of ital appreciation and total return 
Aqua's long-term merp;er actlvity. through 2017-2019 ate much hi&$%F:?:i 

s in 2015. The company probabl 

Dfvidendgrowth pkospects arc excel- others in the group. 
lent. Over the ncxt three- to  five-year pe- Janm A. Piood 
IW repon due mid February. Company's Financial Sbenglh A 
Mdends hislarlcally paid In eafiy Mer& Stock's Prloe SlabrlWy 100 

60 Prtcs Growth Persistence Sapt 0 Dee.. W d .  r@invwtment pia; 

Jarwary 16, 2015 
(C) In inittons, sdjuded for 6tW.k spllts 
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SALES PER SH 
'CASH FLOW" PER SH 
URnmOS PER SH 
DIV'DS DECL'D PER SH 
CAPL SPENDING PER SH 
BOOK VALUE PER SH 
COMMON 8H9 OUTST0 (MILL) 

PERFORMANCE 1 Hlghfsf 

TwhWal 3 A w w e  

SAFER 3 Avemps 

BETA ,55 (1.00 Mafket) 

7.77 7.20 7.58 8.11 8.48 7.55 8.10 7.82 - 
1.76 1.67 1.65 1.84 1.92 1.64 2.04 1.87 - 

.Sf .9Q .M 8 7  t 00 .83 1.<3 .84 7015" 7.79CtNA 

.61 .66 .71 ,72 .75 .76 .m .82 - 
2.36 2.40 - 

10.15 11.66 11.86 12.15 12.44 13\12 13.57 13.80 - 
6.09 7.30 7.40 7.51 7.65 8.61 6.71 8.63 - 
6.W 3 66 8.00 2.32 2.57 1.83 

B V A I M  LtNE PUBLISBIPIG U 

Flnandal Stwngth 8 

P r l o  Stablely 90 

Prlcr Growth Pernlalsnce 40 

Earnings Predktqblllty 85 
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oellg. $383.2 mu. 
Jfd SIoCE Nons 

Common Sioek 47,803,849 shs 
ui of 16128114 

farwary  16' 2015 
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0 0 0 0 0 0 0 0 0  

CAPITAL S'fRUCTURE 88 Of 9BOH4 
Total Debt $175 6 mill. Durin 5 Y n  $18.8 mill. 
Lf Debt $173.4 mill. 
(Sola1 interest coverage: 4 . 4 ~ )  

Leatss,Uncaprtallred' Annual rente$ $.I mlil. 
Penflon Assets $56d mlll. 

LT Intenst $7.0 mill 

(46% of Cap'l) 

Obllg. $64.2 mM. 

Pfd Stock $0.8 mill PW DlVd NMF 

CommonJtock 11.112.589shs. 
Prof 10131114 - 

gC10114 

I .6 

2 8  
0.0 
2.2 
9.9 

Connecticut Water Service robably tal spending. Entering 2014's fourth 
finished up a successful Z d .  Thanks quarter, the company's equity-to-total cap- 
to a deal reached in 2013 with Connecticut ital ratio stood a t  a vcry healthy 55%. In- 
regulators, the utili agreed to  lower cus- tttrnall~generaled funds wlll probably not 
tomers' bills and yelay seeking hi her be suf ent to cover the capital bud et 
rates In return for being allowed to hoh on over the next three- to ftve-ycar period.%- 
to an IRS tax refund. In addltion. Con- suance of new debc wlll be required and 
necticut Water was able to cut costs by the aualirv of Connecticut's balance shoet 
mer ing the two utillties that 11 operates 
in d a h .  All told. we think that share net 

bottom-line gains should moderate 
this year. A recent petition for higher 
rates In Maino and the ongoing tax bone- 
fits should enable share earnings to rise 
80.10, or 596, In 2015. If not for thP dim- 
cult comparison with last year, these num- 
ber would be more Lmpresslve, 
Capital expenditures are ex ected to 
rise a sizable 20% in 2015. e i k e  most 
water utilities, Connecticut Water is in the 
process of u grading an antiquated infra- 
structure. %& estlmate that about $46 mil- 
lion was spent on modernizations in 2014. 
The company has announced plans to In- 
crease this total to $55 million this year. 
Connecticut Water's finances should 
be able to handle the additional capi- 

robably rose a robust 14%. to $1.90. 

may *declihe somewhat, bur it still shoiili 
remain ln relatively good shape. 
Two future  projects will increase the 
compan s revenues. Pipelines are being 
exlondc&o include the town of Mansfield 
and the main campus of the Universir of 
Connecticut in Slorrs to rxpand &n- 
necticut Water's service area. 
These shares have losi most of their 
appeal. Like the res1 of the sator, the 
stock of Connecticut Water has out- 
performed the market b a wldc margin 
since our October report. hence, Lhe equity 
is now less artraetlve on a relative basis. 
The Timelessness rank has also been 
dropped a notch to 3 (Average). Moreover, 
prospects to 2017-2019 are now well below 
average compared to other stocks in the 
Value Lfne universe. 
Jam& A. F i d  Januarv 16 201.5 
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Gammon Stock 18,111,268 shs 

ects are not 

Is povlded maR mrrsntles a1 sn Und 
's own. m n c m t d d .  ntcrnal.ure pan 
Red Of &dE& plM&l foFlM Dt Qtdlffl  
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6.5% 
8.7% 
87% 
3.6% 
58% 

68 88 215 3.5 .94 .8 
3.9% 3.B 2.1% 3.0% 3.4% 3.59 

:ANTA1 STRUCTURE a# ot 9150114 
btal Debt 8393.3 mu. Due In 5 YN $21.2 in&. 
.TDobt $384.5 mll. 
Total h$rest coverage: ZBx) 

LT interest $18.1 mlll. 
(521 of Cap'l) 

73% la% 5.7% 5.8% 4A% 43% 4.9% 6.M 50% 8.5% S.O% Rdumo~Total'Cadl I 5.5% 
10.6% 9.7% 8.2% 8.0% 60% 6% 7.9% 8.1% 7.3% I4SX 8.m M u m  onShr. Equity I 8&% 
10.6% 9.7% 8.2% 8.0% 64% 6% 7 9% 8.1% 73% td.5!4 S.& Return onCoinEqulty 1 8.0% 
5.6% 53% 35% 3.3% 11% 1.2% 3.i% 3.3% 2.8% la% 3~5% Redslned tocorn Eq 334  
41% I% 57% 59% 8% eo% 61% 59% 62% 29% 51% ~Div 'ds tc t+e t~mf  5% 

e w e ,  Uncaptlalked: Annual mentale $5.5 mlll. 

:ai- 
id* 
011 
012 
013 
014 
015 
:RI- 
idsr 
Oil 

013 
014 
Of5 

012 

'ensIonAsssh $ V I A  mi& 

'fd SI& None. 
OblQ. $128 7 mill 

QUARTERLY REwNIAsfimUL) FUI~ 
Mar31 Jun. 30 Sup. 30 Dec. 31 Ypar 
437 59.0 739 624 2391 
51.1 65.6 8 2 4  62.4 261J 
501 742 g.2 67.4 ZX! 
54.6 70.4 125.4 74.6 325 
60.0 75.0 95.0 80.0 310 

EARNWOS PERSH4REA FUII 
tdar.31 Jun. 30 gbp. 50 Der,. 31 Ysrn 

.03 29 44 .35 1.11 

.07 .37 .44 .24 1.12 

.04 .34 1.88 .Jd 2.60 

.10 .43 36 .36 1.45 

.06 .za 53 .Y 1.18 

,otnmon Stock 20,238,134 she. 
a$ of 10/24/14 

IARKET CAP: $630 rnllllon (Sma Cep) 
U~mRFLTWSITION 2012 2013 $I330114 

d h  Ai&s 2.5 2.3 5.6 
Nher 404 37.4 649  
:went&sets W -31n m.5 

chase, sfwe@. puriflcatton. dMbutlan. and retall sale of water. IN- he*, induding waler system operations, &h remittances, and 
provides water service lo appmrnabty 228,000 conmutons lhal maintenance contrect Eeivkes. SJW also owns and operela cam- 
sfme a paplab of appmximately one r n M  people in the San mercial mal estate lnvsslmanls Has abobt 378 employees Chrm.: 
Jose area and 11,oM, connsctions that sow appmxhnalely 38.000 Charles J ToenlskoBHer. Ino.: CA. Address 1 I D  W. Taylor Slreet 
restdents h a rsrvlce area in Vre region behueen Ssn Antonlo and San Jose, CA 99110. Tel: (408) 27g-7800. Inl' w.sjwatercarn, 

SJWs impressive 2014 performance modernize waste facilities, the company 
was the result of a one-time event. In will need to spend close to $1 billion an. 
the third puarter, the utility's share net nually ovcr the next several years. 
spiked to $ .88, versus the $0.44 recorded The large projected capital outla s 
In the slmilar 2013 period. Behind this will only have a minor impact on g e  
whTking increase was SJWs recognition company's balance sheet. SJW wiil 
of $ .2 million in revenues due the corn- have to Issue new debt because internally 
pany for ex enses incurred in revious enerated funds will not cover the entire 
years. The &?lay in rccovcrlng t!c reve- fong-tcrm ea ita1 budget. The common 
nues was the mason for the previous four equfty-ta-totaPcap*tsl raib wlll most likely 
quarters having negative year-over-yonr decllnc from the current 48% level to  
comparisons. We are not backing out the about 46.5% by later in the decade. This 
profits as a nonrecurring item because should leave the utility with mnrginally 
they were earned by thr  utility's main below-avera e flnancos. 
business during the course of normal opcr- Shares of 8.JW do not have good near. 
atlons. It's just that they were recognized term pros ccts. Our pro rictary system 
all at the same time. Investors should has drop ef the ranking oPSJW ono'notch 
that SJWs P/E and relative P/E ratio will Lo 4 (B&w Average) for year-ahead rela- 
be @ut of kilter Cor the next three months. cive perfnnnancr 
Earnings in 2015 will not be as poor as Long-term prospects are mi on- 
they will probably ap ear. Excluding coura ing either. The 1836 rise In the 
the large one-time item tacen by SJW fast rice 07 the equity since our October re ort 
gear, wc estimate that the utili1 could Ras reduccd much of SJWs appeal. 8 i t h  

ave shown close to a double-digit &crease the stuck already tradin in our 2017-2019 
in earnings per share. proJected Target Price [kange, both total 
SJW is In the midst of overhauling its retirrrr and capital appreciation potential 
outdated infrastruature. To remove arid are not irn ressive. 
install new pipes, as well as repair and James A. Januarv 16. 2015 



.. I - -  I -. I 4.4% I 3.3% I 3.2% 
CAPITAL STRUCTURE as Of 9/30/l4 
Total Debt $84.9 WIN. Our In 5 Yrr $19.6, mdl. 
LT Debts84 9 mlH. LT Interest $5 1 mffl. 
(Total lnleresl covere@: 4 . 0 ~ )  

Penslon Aseeb 12/13 927.1 mil. 

Pfd Slock None 

Common Stock 12.809117 shs. 
as of 11/4/14 

(45% of CaP'l) 

Obllg. $32.1 mll. 
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22.5 I 283 28.7 31A 326 37.0 39.0 40.6 41.1 42.4 46.0 46.0 Revenues (tmlll) 5J.Q 
4 8 1  5.8 61 64 6.4 75 8.9 9.4 9.3 9.7 11.0 f20NotPrdit($mHl) i3.0 

38.7% I 367% I 344% 1 375% I 3&1% I 379% I 385% I 35.3% I 37.6% i 37.6% I 37.5% i 38.0% ~InwneTaxRate I 373% 
-- .- 7% 3.6% 10.1% .- 1.2% l,i% 1.1% .8% 1.5% f.6);AFUDG'htoNetPmflt fPk 
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In late Navember, The York Water 
Company raised I t s  divfdend by 4.5%. 
This increase is much higher than the sub- 
par (for a water utility) 2.596 annual 
growth rate that the compan averaged 
over the past five years, We bezeve rhls Is 
thc start of a trend in which York will 
gmbably be able to raise the yearly payout 

The company has solid e uity to total capital ratio is a healthy 
earning pros ects. For 52%. So: while the company's financial 
months of 20141 Pennsylvania regLlIators condltion may slip a few notches, we think 
allowed York to raise customers' monlhly thc balance shecl will remain healthy. 
bills. This probably enabled the corn any As has been tho case with most water 
to earn $0.85 a share in 2014, a 13g in- utilitles, York shares have been per- 
crease over 2013 In 2015, due to a corn- formin extremely well. In Dccembcr 
bination of the higher tariffs being In cf- alone, t8e value of the equity rose 20911. 
fect for alt 12 months, along wirh a slower This strong showing has reduced the divi 
increase in expenscs thanks to some cost dend yield to only 2.7% or only 60 basis 
cuttfng, we look for a 12% increase In points highcr than tho median of all 
share earnin s, to $0.95. dividend-payin companies in the Wue 
The M ita? bud et is manageable. Lbie universe. kvestors  have been wllling 
Most U.Q water cltdties have aging infra- to ay a substantial premium for just a 
structures that are In need of re air Wr HltL more current income. In addition, the 
cstimaie that York spent about $Y 2 .mil- recent price run-up In the stock has left it 
lion for thls purpose last year and will with meager potential returns through 
come close to thls fi 
while the outlays WE be meanin&ful, they Jam& A. Flood J x m d K y  16, 201 5 

etween 5% and 6% for the n 

re again in 2015. So, 2017-2019. 

Prloa Growth PtrMoneo I rnlltlons. adjusted for splits. 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCKET NO. W-01303A-I 4-001 0 

Ms. Ahern’s rejoinder testimony responds to certain aspects of the surrebuttal 
testimonies of ACC Staff Witness John A. Cassidy and RUCO Witness Robert B. 
Mease: 

Common Equity Cost Rate 
Ms. Ahern provides evidence that Mr. Cassidy’s assertion that he did not rely 
exclusively upon the results of his Discounted Cash Flow (“DCF”) analysis is incorrect. 
She also provides supporting information that Mr. Cassidy’s criticisms of the Predictive 
Risk Premium Model (“PRPMTM”) are without merit based on her reliance on data from 
the Center for Research in Security Prices (“CRSP@”) which are consistently and 
continually maintained through the dedicated efforts of world class scholars and 
analysts and relied upon through academia. In addition, Ms. Ahern demonstrates that 
Mr. Cassidy’s attempt to discredit the predictive nature of equity risk premium variances 
is not statistically robust and demonstrates a lack of understanding of GARCH 
methodology because he relied upon the predicted variances derived through the 
GARCH process to test whether the variances are predictable. GARCH uses the fact 
that ACTUAL variances can be used to predict variance. She provides a correct and 
statistically robust analysis of the ACTUAL variances of the returns of the nine water 
companies which demonstrates that the ACTUAL variances are predictable and 
therefore GARCH is appropriate for the analysis used to derive her PRPMTM results. 

Ms. Ahern also provides evidence that Mr. Mease’s assertion that her comments 
regarding the misspecification of the DCF model when market-to-book ratios differ from 
1.0 were not directed to his DCF analysis but rather apply to all DCF analyses. Ms. 
Ahern also provides evidence that it is indeed appropriate to use forecasted data as the 
risk-free rate and in determining the market equity risk premium in a Capital Asset 
Pricing Model (“CAPM”) because both the cost of capital and ratemaking are 
prospective in natures. In addition, she provides evidence that indicates that it is the 
income return on U.S. Government bonds, and not the total, return which is appropriate 
For cost of capital purposes. She also demonstrates that Mr. Mease’s Comparable 
Earnings (“CE”) result of 10.5% is nearly identical to the midpoint of her updated range 
of common equity cost rate, 10.55%. 

Finally, Ms. Ahern provides evidence that both a credit and a business risk adjustment 
are warranted, despite Mr. Cassidy’s and Mr. Mease’s criticisms. 

5527900-1 3 
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EPCOR WATER ARIZONA, INC. 

INTRODUCTION 

Q. 

4. 

Please state your name, occupation and business address. 

My name is Pauline M. Ahern. I am a Partner with Sussex Economic Advisors, 

LLC. My business address is 161 Worcester Road, Suite 503, Framingham, MA, 

01701. My mailing address is 3000 Atrium Way, Suite 241, Mt Laurel, NJ, 08054 

Are you the same Pauline M. Ahern who provided both direct and rebuttal 

testimony in this case? 

Q. 

A. Yes. 

PURPOSE 

Q. 

A. 

What is the purpose of your testimony? 

The purpose is to provide testimony on behalf of EPCOR Water Arizona, Inc. 

(“EWAZ” or “the Company”) in response to certain aspects of the surrebuttal 

testimonies of John A. Cassidy, witness for the Staff of the Arizona Corporation 

Commission (the “ACC” or “the Commission”) and Robert B. Mease, witness for 

the Residential Utility Consumer Office (LLRUCO”) With regard to Mr. Cassidy’s 

surrebuttal testimony, I will address his comments on the Company’s rebuttal 

testimony relative to his exclusive reliance upon the results of his Discounted 

Cash Flow (“DCF”) analysis; his continued criticisms of the Predictive Risk 

Premium ModelTM (“PRPMTM”); and, his continued criticism of credit and risk 

adjustments for EWAZ. With regard to Mr. Mease’s testimony, I will briefly 

address several comments related to my rebuttal testimony regarding the DCF 

and the Capital Asset Pricing Model (“CAPM”) and Comparable Earnings 

5527900-1 4 
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Analysis (TE”). 

business risk adjustment. 

Have you prepared an exhibit which supports your rejoinder testimony? 

Yes. It has been designated as Exhibit PMA-1RJ and consists of Schedules ’ 

through 4. Unless otherwise specified all schedule references will be tc 

schedules in Exhibit PMA-1 RJ. 

I will also address Mr. Mease’s continued rejection of i 

Q. 

A. 

RESPONSE TO ACC STAFF WITNESS JOHN A. CASSIDY’S COMMENTS ON 

COMPANY’S REBUTTAL TESTIMONY 

527900-1 

Q. 

4. 

On page 2, line 20 through page 3, line 3 of his surrebuttal testimony, Mr 

Cassidy uses his inclusion of the vs term in his sustainable growtt 

estimation to attempt to refute your rebuttal comment about Mr. Cassidy 

believing “that there is a direct relationship between earned returns on 

book common equity, the allowed return on book common equity and 

market-to-book ratios.” Please comment. 

Mr. Cassidy asserts that his use of the stock financing term (“vs”) term in his 

constant growth DCF application recognizes that the market-to-book ratios oi 

water utilities have been and will continue to be greater than 1.0. I have no 

quarrel with that statement. In addition, his use of the vs term in developing a 

growth rate for use in his constant growth DCF is irrelevant to the point made in 

my rebuttal testimony, and discussed below relative to Mr. Mease’s surrebuttal 

testimony. 

My rebuttal testimony clearly discusses on pages 14, line 23 through page 

15, line 17, page 36, line 22 through page 37, line 7 and demonstrates on 

Schedule PMA-RT 1, Schedule 2 that the DCF results of Mr. Cassidy, Mr. Mease 

and Mr. Cassidy’s restatement of my DCF results (including Mr. Cassidy’s single 
5 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

7. 

4. 

stage constant growth DCF, which includes the vs term) understate the investor 

required return. As can be derived from the information on Schedule 2 of Exhibit 

PMA-RT 1, based upon Mr. Cassidy's 8.6% constant growth DCF results, 

investors expected growth of 5.80% on the market value of their investment. 

When the 8.6% is applied to book value, growth of only 3.05% will be realized. 

The difference, 275 basis points (2.75% = 5.80% - 3.05%), is the magnitude of 

the understatement --- even using DCF results which includes the vs term. 

On page 3, line 5 through page 4, line 20 of his surrebuttal testimony, Mr. 

Cassidy attempts to claim that he relied upon more than one cost of 

common equity model in arriving at Staff's recommended return on 

common equity of 9.5%. Please comment. 

First, although Mr. Cassidy applied CAPM analyses to the market data of his 

sample water utilities, the fact remains that because he rejected the CAPM 

results, giving them weight in his recommended 9.5% return on equity, Mr. 

Cassidy relied exclusively upon the results of a single model, the DCF. Second, 

Mr. Cassidy has implicitly stated the reason he rejected the CAPM when he 

describes in detail on lines 4 - 12 on page 4 of his surrebuttal testimony that had 

he included the CAPM results, his recommended return on equity would have 

been 8.6%. That implicit reason for rejecting the CAPM results would appear to 

be because in Mr. Cassidy's opinion they were apparently outside of his range of 

reasonableness. A review of his electronic workpapers reveals that one of the 

many reasons for such unreasonable results is his use of historical risk-free 

rates. As discussed in my rebuttal testimony at page 37, line 27 through page 39, 

line 6, because both the cost of capital and ratemaking are prospective, it is 

appropriate to rely upon a forecasted, rather than an historical risk-free rate. Just 
627900-1 6 
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Q. 

4. 

Q. 

4. 

correcting the risk-free rate in Mr. Cassidy’s application of the CAPM his resulting 

results in a range of CAPM results from 8.3% - 9.3% as derived on Schedule 1, 

more in line with his DCF results. 

Mr. Cassidy once again discusses his issues with your PRPMTM on page 6, 

line 1 through page 12, line 25 of his surrebuttal testimony. Please 

comment. 

I have three overarching observations concerning Mr. Cassidy’s discussion of the 

PRPMTM. First, I believe that Mr. Cassidy does not understand the GARCH‘ 

methodology. Second, he does not understand CRSP@. Third, he does not 

conduct a proper comparative statistical analysis of the water companies’ 

variances to assess predictability. 

What is the analytical value of using University of Chicago Booth School of 

Business’s CRSP@ standard of stock price history for stock price analysis 

in general and the stock total rates of return for the PRPMTM? 

The CRSP@ was developed in the early 1960’s by the University of Chicago’s 

Professors James Lorie and Lawrence Fisher. As noted in Chapter 1 of CRSP” 

“Data Descriptions Guide: CRSP US Stock & US Index Databases” available for 

free download from the CRSP@ website (page 8 of Schedule 2)’ “the original 

CRSP stock file contained month-end prices and returns from the New York 

Stock Exchange (NYSE) dating from December, 1925.” On page 6 of Schedule 

2, it is notes that coverage of NASDAQ daily and monthly data began in 1987 

“with information for domestic common stocks and ADRs traded on the NASDAQ 

Stock Market beginning December 14, 1972.” Since that time, the University of 

Generalized Autoregressive Conditional Heteroskedasticity. 
527900-1 7 
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Q. 

4. 

Chicago has continually reviewed, updated and maintained the CRSP’ database, 

investing in the database with full-time staff guided by some of the best and most 

published finance scholars, more recently, Professor Eugene Fama (Nobel 

Laureate) of the University of Chicago’s Booth School of Business and Professor 

Kenneth French of Dartmouth College. As described on the CRSP’ website of 

the history of CSRP’: 

“Professors Lorie and Lawrence Fisher (former Associate 
Professor of Finance, Associate Director of CRSP and the 
originator of the structure of the CRSP Master File) collaborated on 
collecting and researching the accuracy of each piece of stock 
data. ” * 
A major value of using CRSP’ is that financial analysts and researchers 

can rely upon the credibility of the some of the best finance scholars, analytical 

staff and their continuing refinements in upgrading the CRSP’ database so that 

an analyst or researcher can rely upon CRSP% reliability and credibility on the 

history of stock prices and returns that they collect and calculate (in the case of 

returns) deem as accurate and representative of the fair market values of 

companies’ equity at the time. 

Does Mr. Cassidy recommend not relying upon CRSP@ to determine how 

far back an analyst should go in using past stock price history for use in 

the PRPMTM? 

Yes. He states in his surrebuttal testimony, page 7, lines 6 through 8 that: 

“Accordingly, Staff believes that it is Ms. Ahern, and not CRSP’ who should 

determine whether the data made available by CRSP’ is deemed appropriate for 

that purpose.” He spends a substantial portion of his surrebuttal testimony 

? http://www.crsp .codabout-crsphistory 
5527900-1 8 

http://www.crsp


, 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Q. 

4. 

stating as such and suggests using data such as that available from Yahoo.com, 

where he found more stock price history than CRSP'. 

What criteria does CRSP' use for the individual company stock prices it 

includes in its database? 

Page 5 of Schedule 2 states CRSP% Stock Data Universe includes data from 

NYSE, NYSE MKT, NASDAQ and NYSE Arca stock exchanges and that for the 

NASDAQ the data files begin with December 29, 1972. As Mr. Cassidy notes at 

lines 10 and 11 on page 8 of his surrebuttal testimony, York Water was not listed 

on the NASDAQ until January 16, 2001, which is also when CRSP' started 

reporting York Water's return data. For all of the reasons state above regarding 

the consistent and continual maintenance and oversight of the data provided by 

CRSP' to customers and the dedicated efforts of world class scholars and 

analysts, I respectfully disagree with Mr. Cassidy and put my confidence in the 

CRSP@ data. 

Mr. Cassidy and I both rely upon the historical return data on large 

company common stocks published by lbbotson' SBBI' Valuation Yearbook - 

Market Results for Stocks, Bonds, Bills and Inflation - 1926-2013 (SBBI - 2014) 

for the years 1926 - 2013 to develop, in part, the market equity risk premium in 

our CAPM analyses. Common stocks have been trading in the U.S. since long 

before 1926, yet Mr. Cassidy does not rely nor suggest the reliance upon data 

outside the period covered by SBBI - 2014. Relying upon CRSP' data for York 

Water is no different. 

That being said, I need to clarify the record concerning my understanding 

that the CRSP' return data only contained data on continuously publicly traded 

stocks in my rebuttal statement. As shown in Schedule 2, the CRSP' return data 
527900-1 9 
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a. 

4. 

only contain data for stocks publicly traded on the major U.S. stock exchanges 

and only begins that coverage when a company’s common stock is listed on one 

of those exchanges regardless of when those shares began trading. 

Has the PRPMTM been discussed in any academically peer-reviewed journal 

articles or textbooks? 

Yes. Three such academic articles were published since 2011.3 The one 

published by Ahern, et. ai. (201 I ) ,  and the basis of my application of the PRPMTM 

in this proceeding was provided to Mr. Cassidy as an attachment to Staff JAC 

18.3. In addition, it has been included or will be included in the following 

textbooks developed specifically for the regulatory arena: New Renulatow 

Finance, 2015 (forthcoming), next edition, Roger Morin; Cost of Capital: 

Applications and Examples, 201 5 (forthcoming); 5‘h edition, Shannon Pratt and 

Roger Grabowski (editors); and, The Lawver‘s Guide to Cost of Capital: 

Understanding Risk and Return for Valuincl Businesses and Other Investments, 

2015, Shannon Pratt and Roger Grabowski (editors), which published by the 

American Bar Association. 

d 

Therefore, it is safe to conclude at this point that while the PRPMTM is a 

relatively recently developed financial model: it has been vetted by the academic 

community through peer review and published materials; and vetted by well- 

known regulatory analysts such as the authors of the above-cited textbooks; and, 

“Comparative Evaluation of the Predictive Risk Premium ModelTM, the Discounted Cash Flow Model and 
the Capital Asset Pricing Model for Estimating the Cost of Common Equity Capital,” Richard A. 
Michelfelder, Pauline Ahem, Dylan D’Ascendis and Frank Hanley, The Electricity Journal, 26, 201 3;  
“New Approach for Estimating of Cost of Common Equity Capital for Public Utilities,” Pauline Ahem, Frank 
Hanley and Richard A. Michelfelder, Journal of Regulatory Economics, 40,201 1; “Treasury Bond Risk and 
Return, the Implications for the Hedging of Consumption and Lessons for Asset Pricing,” Richard A. 
Michelfelder and Eugene Pilotte, Journal of Economics andBusiness, 63,201 1. 

i 
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Q. 

4. 

a. 

4. 

3. 

9. 

that it is rapidly being included in the financial literature for the purposes that I 

use in this proceeding. 

Has Mr. Cassidy presented any analysis that demonstrates that he applied 

the PRPMTM independently, replicated model estimations, or developed his 

own model estimations of the PRPMTM for any company in this 

proceeding? 

No. He completely relies upon my econometric estimations, Le., predicted 

variances, and does not appear to have estimated the GARCH methodology on 

his own. If he has, he has not presented or discussed them in any way. 

Does Microsoft Excel spreadsheet software contain the GARCH statistical 

methodology used? 

No. The GARCH estimation application is not available in Excel. It is available in 

various statistical packages such as EViews@ SAS, RATS, S-Plus and JMulti, 

which are not cost-prohibitive. The software that I used in this proceeding 

currently costs $525.00 for a single user commercial license4. In fact, JMulti is a 

free downloadable software with GARCH estimation applications. 

Do you rely upon CRSPQ as an independent source to determine the 

volume of historical returns data to use in the PRPM? 

Yes. As stated above, there is the credibility of the University of Chicago, top 

finance scholars, and full-time analysts vetting the accuracy of CRSP data. Also, 

one of the overall principles of the PRPMTM is the limited use of subjective 

judgment. I could consider why the CRSPO dataset does not go back as far in 

h ttp://www. eviews . com/cleneraI/Drices/Drices. h tml 
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adopting historical stock prices as other databases do, such as the potential for 

thin trading to skew measures of volatility, or non-representative stock price 

valuations from an inefficient market. However, as stated previously, the 

standard I use (and published in Ahern, et. al. (2011) and Michelfelder, et. al. 

(201 3), see footnote 4) involves using all available CRSP’ returns data because 

that standard relies upon the credibility of CRSPO, the University of Chicago, as 

well as substantial and continuing investment in the database, and world-class 

finance scholars’ independent judgment. 

In his surrebuttal testimony, Mr. Cassidy shows an attempt to demonstrate 

that variance of stock returns is not predictable. He attempts to show that 

there is no statistical relation among stock rate of return premium 

variances across time for York Water and finds that variance cannot predict 

variance. Is his analysis appropriate? 

No. First, his general premise is wrong. His premise is attempting to compete 

with the work of Nobel Laureate Engle and a large multitude of other GARCH 

scholars that fundamentally disagree with Mr. Cassidy’s premise that variances 

of stock returns are not predictable which demonstrates Mr. Cassidy’s lack of 

understanding of GARCH. Because of this lack of understanding, I have 
P A  

i nc lud ia  an article by Robert Engle entitled “GARCH 01: T Use of 
c+ S c L d  .2 3 

ARCH/GARCH Models in Applied Econometrics”hwhich provides a simple 

explanation of the GARCH process which should prove helpful to this discussion. 

Secondly, if one understands GARCH, he or she would realize that within the 

PRPMTM model estimations of predicted variances, the statistical relation of the 

current and lagged ACTUAL variances is quantified to predict future variance 

5527900-1 12 
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3. 

4. 

1. 

4. 

2. 

4. 

using the current variance5. The term GARCH refers to variance that is related 

to itself over time (autoregressive), which changes overs time (conditional 

heteroskedasticity), and, where skedasticity refers to variance. As an importanl 

anecdote, Professor Engle shared the Nobel Prize in economics specifically for 

developing the GARCH models. Clearly, then, the GARCH / PRPMTM 

methodology is not a “black box”, i.e., a convenient way of disguising, ignoring or 

avoiding a worthwhile tool that may not be understand. 

Does the PRPMTM inherently estimate the relation between variances over 

time to predict future variance of stock returns? 

Yes, that is a fundamental relation in the estimation of the PRPMTM. 

Therefore, does the PRPMTM generate results on the statistical significance 

of that relation for each company since it is used to forecast variances 

within the PRPMTM for each company? 

Yes, it does. 

Would you discuss these results for the PRPMTM estimations for your 

proxy group? 

Yes. I have developed Schedule 4, which displays the slope coefficients 

between the contemporaneous actual variance and their one month lagged 

values used in the process of forecasting the variances for the PRPMTM 

estimations for this proceeding, the standard error of the slopes, the T-Statistics 

and the statistical confidence level of the slopes using the T-Statistic test. All of 

the slopes are positive, relatively close to one, and statistically significant at least 

the 99.9Yh level of confidence. This includes York’s results, the only company’s 

’ And not the PREDICTED variances which are the outcome of the GARCH methodology and the 
P R P M ~ ~  
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4. 

1. 

9. 

variance prediction that Mr. Cassidy “tests.” These statistics strongly show that 

variances are related to themselves across time and therefore future variances 

are predictable by using current variances for predicting at a confidence level of 

greater than 99.9#%. 

Does Mr. Cassidy perform any statistical tests of his analysis of the 

predictability of York‘s variance in Schedule JAC-B? 

No. If Mr. Cassidy understood the PRPMTM, he could have simply have 

requested or easily replicated these results used to predict variances for York or 

any or all of the other companies in my proxy group for whatever time period he 

chooses. 

Do you have any other comment concerning Mr. Cassidy’s comments upon 

York Water’s PRPMTM result? 

Mr. Cassidy’s entire discussion, in both his rebuttal and surrebuttal testimonies, 

is moot. As can be derived from my electronic rebuttal exhibit provided to all 

parties, had I not included York Water’s PRPMTM result of 15.67% in my Risk 

Premium Model (”RPM”), the median PRPMTM would have been 11.25%, rather 

than 11.35%, a difference of only 10 basis points. Likewise, my RPM result 

would have been 10.89%, rather than 10.97%, a difference of only 8 basis points. 

In addition, the median updated indicated common equity cost rate based upon 

the DCF, RPM and CAPM would remain at 9.72%, which after the credit and 

business risk adjustments results in a return on equity of 10.25%. Adding a 

0.60% economic assessment adjustment results in a return on equity of 10.85%. 

Consequently, what Mr. Cassidy believes to be York Water’s aberrant and high 

PRPMTM had no effect on the final range of common equity cost rate. 

4 
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A. 

Do you have any comment regarding the three points Mr. Cassidy makes 

on page 12, lines 16 - 25 of his surrebuttal testimony? 

Yes. Relative to his first point, he is correct in that I did exclude a portion of the 

historical market trading data from my PRPMTM. In doing so, as discussed 

above, I relied upon what is considered the “gold standard” of stock price and 

return data, Le., CRSP@. 

Relative to his second point, that excluding that data “gives rise to the 

question as to whether the PRPMTM can rightly be considered a “market-based” 

model,” I merely want to note that all three rate of return witnesses in this 

proceeding, Mr. Cassidy, Mr. Mease and myself, have not relied upon the entire 

universe of market data in the application of the DCF, RPM, CAPM, or CE 

models. In the DCF, we have 

limited periods of timRover which the water utilities have been traded. In the 

RPM and CAPM, we have relied upon betas calculated over a limited period of 

time and not the entire time period over which the common shares of our proxy 

companies have been traded. We have also relied upon SBBI- 2014 1926 - 2013 

data with Mr. Mease including equity risk premiums from 1978 - 2013 and not 

the entire time period over which common shares have been traded in the 

market, Finally, in Mr. Mease’s CE analysis, he relied upon data from 1992 - 
2014 and not the entire time period for which equity returns for the water utilities 

are available. 

Relative to his third point, that “the potential exists for the PRPMTM to 

obtain distorted and /or inaccurate predicted equity risk premiums,” the fact that 

the GARCH methodology behind the PRPMTM has won a Nobel Prize for Robert 

Engle should be conclusory evidence of its validity and accuracy. Again, it is not 
527900-1 15 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Q. 

4. 

Q. 

A. 

the PRPMTM which produces the predicted risk premiums based on the predicted 

variances, it is the GARCH methodology itself. The PRPMTM merely uses that 

methodology to estimate an equity risk premium, similar to any one of we three 

witnesses using the SBBl - 2014 arithmetic or geometric mean historical equity 

risk premium or Mr. Mease’s use of an average historical equity risk premium 

based upon the water utilities, or my use of one based upon Value Line’s median 

price appreciation potential and median projected dividend yield and then add the 

premium to a bond yield to derive either a RPM or CAPM return on equity. 

Your testimony uses the PRPMTM, risk premium, DCF, CAPM, and ECAPM 

to estimate the cost of capital. Why do you use a multitude of methods, 

especially the recently developed PRPMTM? 

It is better to use more models than less as they provide additional information 

for consideration on the cost of capital enhancing the reliability and accuracy of 

the estimation process. Although the PRPMTM is a relatively recent contribution 

to finance, its many advantages that I have discussed in previous testimonies in 

this proceeding compared to the others makes it compelling to use such 

information. Otherwise, at the opposite extreme, one can rely upon a single 

method, e.g., the oldest, highly flawed, problematic, vetted for over the last half 

century, the DCF, which was not based on Nobel Prize winning research. 

On page 13, lines 1 - 13, Mr. Cassidy once again criticizes your credit risk 

adjustment. Please comment. 

Mr. Cassidy’s citation from the 1994 study by S. Brooks Marshall is misplaced 

and irrelevant as I have not used bond ratings as a selection criteria for choosing 

the companies in my proxy group. Rather, I have used the difference in EWAZs 

likely bond rating of A- based upon Standard & Poor’s (“S&P”) upgrade to 
5527900-1 16 
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EPCOR Utilities’, EWAZ‘s parent, bond / credit rating. As fully discussed in m 

rebuttal in my rebuttal testimony at page 31, lines 2 - 16, page 52, line 2 

through page 53, line 2 and page 61, lines 9 - 17, even with S&P’s upgrade to a 

A- bond / credit for EPCOR Utilities, it is still lower, meaning more risky, than thl 

average S&P / Moody’s bond ratings of A+ / AI/A2 of the sample water utilitie 

used by each witness in this proceeding as shown on page 6 of Schedule 9 c 

Exhibit PMA-RT-1, a credit risk adjustment is indeed warranted. 

3ESPONSE TO RUCO WITNESS ROBERT B. MEASE’S COMMENTS ON 

>OMPANY’S REBUTTAL TESTIMONY 

1. 

\. 

Please comment upon the fact that Mr. Mease finds your criticism of hi: 

DCF model “a little unusual” on page 4, lines 1 - 8 of his surrebutta 

testimony. 

To clarify my rebuttal testimony, I am not criticizing !I& DCF model. MI 

discussion centers upon the tendency of the DCF model, regardless of the 

results one obtains, to mis-specify the investor required return when market tc 

book values are not equal to 1.0. The relative proximity of each witnesses’ DCF 

results is irrelevant. Thus the comments in my rebuttal testimony relative to this 

tendency of the DCF model demonstrates that it significantly understates the 

investor required return when applied to an original cost less depreciation rate 

based, Le., book value at page 12, line 16 through page 15, line 17, page 36, line 

12 through page 37, line 12 and on Schedule 2 of Exhibit PMA-RT-1. The 

discussion was not directed toward Mr. Mease’s specific application of the DCF 

model. As can be derived from Schedule 2, relative to Mr. Cassidy’s 

“restatement” of my DCF results, there is a 449 basis points (4.49% = 5.75% - 

1.26%) understatement in the growth expected by investors on the market versus 
17 27900-1 
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1. 

4. 

book value of their investment; 275 basis points (5.80% - 3.05%) relative to Mr. 

Cassidy’s DCF results; and, 422 basis points (5.63% - 1.41%) relative to Mr. 

Mease’ DCF results. 

Please comment upon Mr. Mease’s response on page 4, line 10 through 

page 5, line 12 regarding your “criticisms” of his use of a historical risk- 

free rate, an incorrectly calculated market equity risk premium and not 

employing a prospective or forward-looking equity risk premium in his 

CAPM. 

Once again, these three issues are discussed in detail in my rebuttal testimony at 

page 37, line 13 through page 45, line 12. My rebuttal testimony fully supports 

these “criticisms”. To summarize, first, because both the cost of capital and 

ratemaking are prospective, as acknowledged by Mr. Mease on page 5, lines 14 

- 15 of his direct testimony when he stated “[tlhe cost of capital is determined in 

part by the current and future economic and financial conditions.” (emphasis 

added) it is appropriate to rely upon forecasted data, rather than historical data 

whenever possible. In addition, Mr. Mease states on page 4, line 22 through 

page 5, line 2 of his surrebuttal testimony that “a prospective yield, of prospective 

interest rates, are not known and measurable and may or may not be achieved. 

The prospective yield is purely speculative and should not be relied upon.” The 

expected dividend yield (current dividend yield multiplied by all or one-half the 

DCF growth rate) in the DCF model is no more known, measurable than 

prospective interest rates. All three cost of common equity witnesses in this 

proceeding have used a DCF analysis consisting of an expected dividend yield 

and an expected growth rate (whether that growth rate is based upon historic and 

/ or projected growth rates). Whether those expected dividend yields or growth 
5527900-1 18 
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2. 

4. 

rates will be realized by investors is unknown and immeasurable and thuz 

equally speculative as prospective interest rates. In addition, by its very nature 

projected data are based upon historical data, .Le., projected growth rates mus 

logically incorporate an analysis of historical data as must interest rate 

expectations. Again, since the cost of capital and ratemaking are bott 

prospective, it follows that prospective risk-free rates are appropriate in a CAPN 

analysis. 

Second, the income, and not the total, return on long-term U.S 

government securities is appropriate in determining the market equity risk 

premium, because the income return is nearly riskless as noted by Ibbotson‘ 

SBBl@ Valuation Yearbook - Market Results for Stocks, Bonds, Bills and Inflation 

- 1926-201 3 (SBBI - 2014)’. 

Third, once again, since the cost of capital and ratemaking are both 

prospective in nature, as stated above it is entirely appropriate to use a 

prospective or forward-looking equity risk premium in a CAPM analysis. 

Please comment upon Mr. Mease’s comments regarding his CE analysis on 

page 5, line 14 through page 6 line 11 of his surrebuttal testimony. 

It should be noted that Mr. Mease’s CE result of 10.5%, which he characterizes 

as “additional support that the company will be earning a fair rate of return” on 

page 5, lines 20 - 21 of his surrebuttal testimony, is nearly identical to 10.55%, 

the midpoint of the range of common equity cost rate of 10.25% (a straight 

update of my original recommendation) to 10.85% (the 10.25% updated return 

plus Mr. Cassidy’s 60 basis points economic assessment. 

lbbotson@ SBBl@ Valuation Yearbook - Market Results for Stocks, Bonds, Bills and Inflation - 
1926-201 3 (SBBI - 2014) 91 
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4. 

Please comment upon Mr. Mease’s continued criticism of your business 

and credit risk adjustments on page 6, line 14 through 9, line 17 of his 

surrebuttal testimony. 

Relative to the credit risk adjustment, Mr. Mease use of an undefined ‘kcore” by 

S&P of AA+ for the City of Edmonton, EPCOR Utilities single shareholder is 

irrelevant to EWAZ’s credit risk, because this “score” is relative to the City of 

Edmonton, a municipality, and not a regulated public utility. As discussed above 

even with S&P’s upgrade to an A- bond / credit rating for EPCOR Utilities, it is 

still lower, meaning more risky, than the average S&P / Moody’s bond ratings of 

A+ / AI/A2 of the sample water utilities used by each witness in this proceeding. 

Hence, a credit risk adjustment is indeed warranted. 

As for Mr. Mease’s continued rejection of a business risk adjustment, he 

notes on lines 8 - 11 on page 8 of his surrebuttal testimony “that business risk is 

important to the determination of a fair rate of return because the greater the 

level of risk, the greater the return investors demand, consistent with the basic 

principles of risk and return”. What Mr. Mease ignores is that, all else equal, 

EWAZ’s size is a risk factor which must be taken into account in determining a 

return on common equity based upon the market data of a group of water utilities 

which, on average, are much larger as discussed thoroughly in my rebuttal 

testimony at page 31 , line 19 through page 36, line 6 and page 53, line 3 through 

page 55, line 7. Because Mr. Mease has not made any risk adjustments, upward 

or downward, to the results of his common equity cost rate models, one can only 

conclude that, all else equal, it must be Mr. Mease’s opinion that these 

companies are comparable in risk to EWAZ. However, as state above, he has 

ignored the very obvious fact that EWAZ is significantly smaller than the average 
j527900-1 20 
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company in his water utility sample. Hence, a business risk adjustment is also, 

indeed, warranted. 

Do you have any comment upon Mr. Mease’s use of a 5.05% debt cost rate 

for APS and 5.00% debt cost rate of UNS as supporting his opinion that a 

financial risk adjustment is not warranted? 

Yes. My credit (not financial) risk adjustment is to reflect the added risk common 

shareholders bear for investing in the common stock of a utility with a bond / 

credit rating lower than that of a sample group of utilities with a higher bond / 

credit rating upon whose market data a common equity cost rate is determined. 

In this proceeding, all three rate of return witnesses rely upon the market data of 

a proxy group of water utilities. All of our results reflect the risk, including bond / 

credit risk, of those companies as reflected in their average Moody’s bond rating 

of A I  / A2 and S&P bond rating of A+ as discussed above. Our recommended 

returns on equity will be applied to the jurisdictional rate base of EWAZ whose 

likely bond rating would be A3 by Moody’s and A- by S&P indicating a high level 

of bond / credit risk. Since the cost of common equity is based upon the investor 

required return reflecting his / her evaluation of the risk of that investment, an 

adjustment must be made to the market-based cost of common equity for a 

group of water utilities with less bond / credit risk, in order to make that cost of 

common equity applicable to EWAZ with greater bond / credit risk. Hence the 

debt cost rates of APS and UNS have no bearing on the relative risk between the 

sample water utilizes and EWAZ, Mr. Mease’s opinion that a “financial” risk 

adjustment is not warranted has no merit. 

Does this conclude your rejoinder testimony? 

Yes. 
527900-1 21 
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Calendar 

CHAPTER 1 : BACKGROUND 

ID Name Beginning D$@ 

CRSP CALENDARS 

NYSE MKT 

NASDAQ 

NYSE ARCA 

A CRSP calendar is a set of time periods with header 
information about those time periods. The calendar time 
periods are chosen as points of interest rather than all 
calendar days, and therefore a daily calendar contains only the 
dates where trading was conducted on a major US exchange. 
Data are never provided on weekends or trading holidays. 
The standard identification of a time period is the date, an 
integer in YYYYMMDD format, at the end of the period. 

07/31/1962 07/02/1962 

12/29/1972 12/14/1972 

03/31/2006 03/08/2006 

There are currently five calendars provided with CRSPAccess 
databases: daily, monthly, weekly, quarterly, and annual. The 
daily calendar is used to derive the others so that the last 
trading date in each month, week, quarter, or year is used to 
build those respective calendars. 

Time series data are always associated with one of these 
calendars. The list of time series observations is synchronized 
with a calendar so that the nth time series observation is 
associated with the nth calendar period. 

A Calendar Name and an integer Calendar Identification 
Number identify each calendar. The calendars supported in 
CRSPAccess databases are: 

Quarterly 

Weekly 

STOCK DATA UNIVERSE 

CRSP stock data includes data from NYSE, NYSE MKT, 
NASDAQ, and NYSE Arca stock exchanges. 

The following items are included in our stock databases 

Common Stocks 
Certificates 
ADRs 

1 Shares of Beneficial Interest . Units (Depository Units, Units of Beneficial Interest, 
Units of Limited Partnership Interest, Depository 
Receipts, etc. 
ETFs 

1 Closed-End Mutual Funds 
. Foreigns on NYSE, NYSE MKT, NASDAQ, and NYSE 

1 Americus Trust Components (Primes and Scores) 

= REITs (Real Estate Investment Trusts) 

CRSP stock databases exclude: 

Arca 

HOLDRs Trusts 

1 Rights and Warrants 
9 Preferreds 
1 Units Representing Common Stocks Bundled with Rights 

or Warrants 
9 Over the Counter Bulletin Board Issues 
9 When Issued Trading 

DEVELOPMENT OF THE CRSP STOCK FILES 

1 CRSP STOCK FILE DATA DATES BY EXCHANGE I 

I NYSE I 12/31/1925 I 12/31/1925 I 

The original CRSP stock file contained month-end prices 
and returns from the New York Stock Exchange (NYSE) 
dating from December, 1925. Daily and monthly American 
Stock Exchange (NYSE MKT data and Daily NYSE data 
beginning in July, 1962, were respectively combined into 
monthly and daily NYSE/NYSE MKT files providing 

STOCK AND INDEX DATA DESCRIPTION GUIDE PAGE 1 



price and return information on N Y S E W S E  MKT 
common stock securities. CRSP’s data coverage 
expanded in 1987 to include NASDAQ daily and 
monthly stock data, with information for domestic 
common stocks and ADRs traded on the NASDAQ 
Stock Market beginning December 14, 1972. 

In 2005, CRSP completed the compilation and 
merging of daily data between 1925 and 1962 for 
securities that traded on NYSE in that period, resulting 
in seamless daily and monthly data for securities 
trading on NYSE between as early as December 1925. 

NYSE Arca daily and monthly data were added in 
July 2007 for securities with primary listings on that 
exchange. NYSE Arca coverage begins on March 8, 
2006. 

On October 1, 2008, NYSE Euronext completed its 
acquisition of the American Stock Exchange LLC. 

NASDAQ MARKETS 

The NASDAQ Stock MarketSM consists of three 
subsets of securities, the NASDAQ Global Market, 
Global Select Market, and the NASDAQ Capital 
Market. The Securities are tiered based on criteria 
setting minimum levels for: annual income, numbers 
of publicly traded shares, market capitalization, share 
price, and number of market makers. A security may 
move between tiers as its status changes. 

Prior to July 2006, the Global and Global Select 
Markets were combined in a single tier called the 
NASDAQ National Market. The NASDAQ Capital 
Market was called the NASDAQ SmallCap Market. 
The NASDAQ National Market was initiated in April 
1982 for larger and generally more actively traded 
NASDAQ securities. The NASDAQ National Market 
Securities had to meet higher financial and non- 
financial criteria than other NASDAQ stocks, and 
were subject to last-sale reporting. In June of 1992 the 
regular NASDAQ segment of The NASDAQ Stock 
Market was renamed The NASDAQ SmallCap Market 
and for the first time these became subject to real-time 
price and volume reporting. 

The CRSPAccess NASDAQ security data include 
closing bid, closing ask, and the number of trades, 
formerly included in the CRSP Supplemental 

NASDAQ Data File. The latter data items have been 
reported for issues listed on The NASDAQ National 
Market since November 1, 1982. Issues listed on The 
NASDAQ SmallCap Market have had these data 
reported since June 15, 1992. 

For a more detailed description of how to identify 
The NASDAQ Market Tiers, see the NASDAQ 
National Market Indicator definition in the NASDAQ 
information history array described in the data 
definitions section. 

DATA ACCURACY OF THE CRSP STOCK DATA 

CRSP stock files are designed for research and 
educational use and have proven to be highly accurate. 
Considerable resources are expended in ongoing 
efforts to check and improve data quality both 
historically and in the current update. Data corrections 
to historical information are made as errors are 
identified and are detailed in the Release Notes that 
accompany each data cut. 

Historical corrections to security data may result in 
changes to historical CRSP index returns and levels. 
In any given year, the calendar year-end stock database 
may ship as the standard “2-Cut”, as well as a second 
“X-Cut” if there have been substantial or significant 
corrections applied at year end. Both data cuts reflect 
corrections, however, the “2-Cut” contains routine 
minor monthly corrections while the “X-Cut’s’’ 
year-end data edits typically required more extensive 
research efforts and may hold a greater potential to 
impact the CRSP indexes. 

DATA SOURCES 

ORIGINAL CRSP MONTHLY DATABASE 

1 December 1925-January 1928: Commercial and 
Financial Chronicle, “Bank and Quotation Section” 

February 1928-December 1960: Bank and Quotation 
Record, an expansion of the Bank and Quotation 
Section. 

The collection and initial correction of cash dividends 
in the original CRSP Monthly Database was performed 
as follows: 



* 1937-1960: annual issues of Moody’s, Standard and 
Poor’s Dividend Records, or the annual section 
of the Standard Corporation Records were used, 
depending on which was in the University of 
Chicago Library 

1926-1936: Moody’s Quarterly Dividend Record 

Since the only known complete file of this last 
publication w a s  in Moody’s New York offices, the data 
from the earlier period were recorded in the Moody’s 
offices by trainees working for the research division of 
Merrill Lynch, Pierce, Fenner & Smith Inc. 

PRE62 DATABASE 

The primary source for the Pre62 daily data was The 
New York Times newspaper. In cases where the stock 
information was either missing from The New York 
Times or the available data were questionable, The 
Wall Street Journal Newspaper served as CRSP’s 
secondary data source. For the years prior to 1933, 
CRSP compared distribution data from The New 
York Times and The Wall Street Journal with that 
in the original database. CRSP determined that The 
New York Times and The Wall Street Journal ex- 
date data were more complete and accurate than the 
original data. Based on these findings, CRSP made the 
decision to rely on The New York Times as the primary 
data source for distribution exdate data from 1925 
through 1933. 

CRSP US STOCK 6r LNDEX DATABASE 

M S E  and NYSE MKT 

1 July 1962September 1, 1972: daily price and 
dividend data provided by Standard & Poor’s Price 
Tape and Punched Card Dividend Service 

1 July 1962-March 1987: High, low, and volume data 
provided by Interactive Data Services, Inc. (IDSI), a 
subsidiary of Interactive Data Corporation (IDC) 

Corporation (IDC) 
. September 1972-April 1987: Interactive Data 

The Standard & Poor’s Price Tape and Punched Card 
Dividend Service was acquired by IDC. 

1 April 1987September 1999: Interactive Data 

1 1999-present: Interactive Data Corporation 
Services, Inc. (IDSI) 
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March 2006present: Interactive Data Corporation 
(IDC) 

Coverage of companies with primary listings on NYSE 
Arca who have traded since 3/8/2006. 

1 December 12, 1972-August 31, 1984: Interactive 

= November 1, 1982-present (with the exception of 
Data Corporation (IDC) 

February 1986): National Association of Securities 
Dealers (NASD) 

= November 1, 1982-August 31, 1984: Interactive Data 
Corporation (IDC) was used as a secondary source 
to NASD 

= February 1986: Interactive Data Services, Inc. (IDSI) 
1 March 2004-present: Interactive Data Corporation 

&?uxQds 
used as secondary source 

Mergent was the primary source for SIC Code 
for NYSE, NYSE MKT & ARCA securities from 
20010824 through 2009. IDC has always been a 
continuous alternate source of SIC codes, so no holes 
in coverage were introduced by the elimination of 
the Mergent data. The differences in codes resulting 
from our change in source did not impact the CRSP 
Indexes. 

In the December 2009 Stock Database, CRSP removed 
NAICS codes provided by our source, Mergent, and 
replaced them with NAICS codes from Interactive 
Data Corporation. Mergent was CRSP’s only source 
for NAICS beginning 20010824. The IDCI NAICS 
codes begin 20040610. 
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GARCH 101: The Use of 
ARCH/GAXCH Models in Applied 
Econometrics 

Robert Engle 

he great workhorse of applied econometrics is the least squares model. 
This is a natural choice, because applied econometricians are typically 
called upon to determine how mticlr one variable will change in response 

LO a change in some orher variable. Increasingly however, econometricians are 
being asked to forecast and a n a l p  the size of the errors of the model. In this case, 
the questions are about volatility, and the standard tools have become the ARCH/ 
GMCH models. 

The basic version of the least squares model assumes that the expected talue 
of all error terms, when squared, is the same at any given point. This assumption is 
cakd  hornoskedasticity, arid it is this assumpdon that is the focus of ARCH/ 
GARCH models. Data in which the variances of the error term are not equal, in 
which the error terms may reasonably be expected to be Larger for same points or 
ranges of the data than far others, are said to suffer from hetemskehticity. The 
standard wanting i s  that in the presence of heteroskedasricity, the regression 
coefficients for an ordinary teast squares regression are still unbiased, but the 
standard e m s  and confidence intewdls estimated by conventional procedures will 
be too narrow, giving a false sense of precision. Instead of considering this as a 
problem tu be corrected, AFEH and W C H  models treat heteroskedasticity as a 
variance to be modeled. As a result, not only are the deficiencies of least squares 
corrected, but a prediction is computed for the variance c& ea& error term. Tfiis 
prediction turns out often to be of interest, particularly in applications in finance. 

The warnings about heteroskedasricity have usually been applied only to 
crm-secfiun models, not to time series madeis. For example, if one looked at the 
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cross-section relationship between income and consumption in hausehold data, 
one might expect to find that the consumption of low-income households is more 
closely tied to income than that of high-income households, because the dollars of 
savings ar  deficit by poor households are likely to be much smdler in absolute value 
than high income households, In a cross-section regression of household consump 
tion on income, the error terms seem likely to be systematically larger in absolute 
value for high-income than for low-income households, and the assumption of’ 
homoskedasticicy seems implausible. In contmt, if one looked at an aggregate time 
series consumption function, comparing national income to consumption, it seems 
more plausible to assume that the variance of the error terms doesn’t change much 
over time. 

A recent development in estimation of standard errors, known as “robust 
standard errors,” has also reduced the concern over heteroskedasricity. If the 
sample size is large, then robust standard errors give quite a good estimate of 
standard errors even with heteroskedasticity. if the sample is small, the need far a 
heteroskedasticity correction that does not affect the coeflicients, and only a5yinp 
totically corrects the standard errors, can be debated. 

However, sometimes the natural question facing the applied econometrician is 
the accuracy of the predictions of the model. In this case, the key issue is the 
variance of thc error terms and what makes them large. This question often arises 
in financial applications where the dependent variable is the return on an asset o 
portfolio and the variance of the return represents the risk level of tbose retur 
These are time series applications, but it is nonetheless likely that heteraskedastici 
is an issue. Even a cursory look at iinancial data suggests that some time periods are 
riskier than others; that is, the expected value of the magnitude of error tern at 
some times is greater than at others. Moreover, these risky times are not scattered 
randomly across quarterly or annual data. Instead, there is a degree of autoco 
latian in the riskiness of 6nmci;ri returns. Financial anaiilysts, looking at plots 
daily returns such as in Figure 1, notice that the amplitude of the returns varies cjver 
time and describe this as “volatility clustering.” The ARCH and GARCIf modeis, 
which stand for autoregressive conditional heteroskedasticity and ~~~~~ autore- 
gressive conditional heteroskedasticity, a 
issues. They have become widespread to 

x 

d x c  modelsflhe god of such models is to provide a volatility measure-like a 
standard deviation-that can he used in financial decisions concerning risk analp 
sis, portfolio selection and derivative pricin 

ARCHJGARCH Models 

Because this paper will focus on financial applications, we will use financial 
notation. Let the dependent variable be iabeled T ~ ,  which could be the return on an 
asset ar  porttolio. The mean value rn and the variance la will be defined relative to 
a past information set. Then, the return T in the present will be equal to the mean 
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value of r (that is, the expected d u e  of r based on part information) plus the 
standard deviation of r (that is, the sqtmre root of the variance) times the error 
term for the present period. 

The econometric chailenge is to specift how the information is used to forecast 
the mean and varkncc of the return, conditbnal on the past information. While 
many specificatiuns have been cotlsidered for the mean return and have been used 
in efforts to forecast future returns, virtually no methods were available for the 
variance hefore the introduction ofARCH models, The primary descriptive tool was 
the rolling standard de%%dtion. This is  the standard deviation calculated using a 
fixed number of the most recent abservadons. Far example, this could be caicu- 
iated every day u&ng the niost recent month (22 business days) of data. It is 
convenient to think of this formulation as the first ARCH model; it assumes that the 
variance of tumorrow’s return is an equally weighted average of the squared 
residuals from the last 22 days. The assumption of equal weights seems unattractive, 
as one would think that the more recent events would be more relevant and 
therefore should have higher wei . Furthermore the assumption of zew weights 
for obsenrations nmre than one month old is ais0 unattractive, The ARCH model 
proposed by Engle (1982) let these weights be parameters to be estimated. Thus, 
the model allowed the data to detennine the best weights to use in forecasting the 
VariZLIIce. 

A useEul generalixation of this model is the C&CX parameterization intro- 
duced by bflerslev (1986). This model i s  also a weighted average of past squared 
residuais, but it has declining weights that never go completely to zero. It gives 
parsimonious models that are easy to estimate and, even in 
proven surprisingly successful in predicting conditional 
used CARCfI specificatioii asxm &at the best 
period is a weighted average of the long-run average variance, the variance 
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predicted for this period, and the new information in this period that is captured 
by the most recent squared residu ch an updating rule is a simple description 
of adaptive or learning behavior xi be thoiaght of as Bayesian updating. 

Consider the trader who knows that the long-run average daily standard 
deviation of die Standard and Poor's 500 is I percent, that the forecnrt he made 
yesterday was 2 percent and the unexpected return observed today is 8 prcent. 
Obviously, this is a high volatility period, and today is especially volatile, which 
suggests that the forecast for tomorrow could be even higher. However. the fact 
that the long-term average is only 1 percent might lead the forecaster to lower the 
forecast. "he best strategy depends upon the dependence between days. If these 
three numbers are each squared and weighted equally, then the new forecast would 
be 2.16 = v(1 $. 4 3- 91,'s. However, rather than weighting these equidlly, it is 
generally fctund for daily data that weights such as those in the em- 
pirical example of (.02, .% .08) are much more accurate. Hence the forecast is 
2.08 = V'.02*1 + .9*4 + 3%?%. 

To be precise, we can use h, to define the variance of the residuals of a 
regression r, = m, $. a@,, In this definition, the variance of e is one. The GARCH 
model for vdriance looks like this: 

The econometrician must estimate the constants o, a, p; updating simply requires 
knowing the previous forecast h and residual. The weights arc (1 - a - 8, p, a), 
and the lang-run average variance is  v'w/( I - a - p) ,  It should be noted that chis 
only worh if a -i- fl € 1, and it only really makes sense if the weights are positive, 
requiring Q > 0, p 3 0, w > 0. 

The GARCH mdel  that has been described i.. typically called the GARCH(1,l) 
model. The (1,If in parentheses is a standard notation in which the first number 
refers to how many autoregressive lags, or ARCH terms, appear in the equation, 
while the second number refers to how many moving average lags are specified, 
which here is often called the number of GARCH terms. Sometimes models with 
more than one lag are needed to find good variance forecasts. 

Although this model is directly set up to forecast for just one period, it turns 
out that based on the one-period forecast, a mo-period forecast can be made. 
Ultimately, by repeating this step, long-horizon forecasts can be constructed. For 
the GARGH( l , I ) ,  the two-step forecast i s  a little closer to the long-nm average 
variance than is the one-step forecast, and, ultimately, the distant-horkion forecast 
is the same r all time periods as long as CY + j3 < 1, This i s  just the unconditional 
variance. /If" hus, the GARCfI models are mean revertin conditionally het- 
eroskedastic, but have a conskin t unconditional variance 

I turn now to the question of how the econonietricim can possibly estimate an 
equation like the GARCH(1,I) when the only variable on which there are data is r,. 
The simple answer is to use maximum likelihood by substituting ia, for dL in the 
normal likelihood and then maximking with respect to the parametem. An even 
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simpler answer is to use software such as EViews, SAS, GAUSS, TSP, Matiab, RtiTS 
and many others where there exist already packaged programs to do this. 

But the process is not redly mysterious. For any set of parameters w, cy, f i  and 
a starting estimate for the variance of the first observation. which is often taken to 
be the observed variance of the residuals, it is easy to calculate the variance forecast 
for the second observation. The CIARCH updating formula takes the weighted 
average of the unconditional variance, the squared residml for the first observation 
arid the starting variance and estimates the variance of the second observation. This 
is input into the forecast of the third variance, and so forth. Eventually, an entire 
time series of variance forecasts is constructed. Ideally, this series is large when the 
residuals are large and small when they we small. The iikefihood function provides 
a systematic way to &just the parameters o, cy, 

Of course, it i s  entirely possible that the true variance process i s  different from 
the one specified by the econometrician. In order to detect this, a variety of' 
diagnostic tests are available. The simplest is to construct the series of {ell, which 
are supposed ro have consmt mean and variance if the model is correctly specified, 
Various tests such as testS for autocorrefation in the squares are able to detect 
made1 failures. Often a "Ljung box test" wirh 15 lagged aumcorrelations is used. 

to give the best fit. 

A Vdue-at-Risk Example 

Applications of the AKCF-I/G&MC€I approach are widespread in situations 
where the volatility of returns is a central issue. Many banks and other financial 
institutions use the concept of %ialue at risk as a way to measure the risks faced by 
their portfolios. The 1 percent value at risk is defined as the number of doilars that 
one can be 99 percent certain exceeds my losses far the next day. Statisticians call 
this a 1 percent quantile, because 1 percent of the outcomes are worse and 
99 percent are better. Let's use the GARCH(1,I) tools to estimate the I percent 
value at risk of a ~ l , ~ ~ , O ~  portfolio on March 93,2000. This portfalio consists of 
50 percent Nasdaq, 30 percent DawJones and 20 percent long bonds. The long 
bond is a ten-year constant maturity Treasury bond.' This date is chosen u, be just 
before the big market slide at the end of March and April. It is a time of high 
volatility and great anxiety. 

First, we construct the hypothetical historical portfolio. (&I calculations in this 
example were done with the EWew software prograni.) Figure I shows the pattern 
of returns of the Masdaq, Dow Jones, bonds and &e composite portfolio leading up 
to the terminal date. Each of these series appears to show &e signs of ARCH ef€ects 
in that the aniplitude ofthe returns varies over time. In the case of the equities, it 
is clear that this has increased substantially in the latter part aE the sample period. 
Visually, Nasdaq is even more extreme. In Table: 1, we present some illwtrdtive 
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Table I 
Portfolio Data 

NA.W>Q IknuJtm?s Ra6p Pmt$OllO 

Mran 0.0009 0.0005 0.0001 O.aa07 
Std. De. 0.0115 0.0090 0.0073 0.0083 

43.4738 Skruness -0.5310 -0.3593 -0.2031 
Kurtosis 7.49% 8.3288 4.9379 7.0026 

S Q + ~  Mar& 23,1990 io March 23, ‘%OO. 

“- 

statistics far each of these three investments separately and for the portfolio as a 
whole in the final column. From the daily standard deviation, we see that the 
Nasdaq is the most volatile and interest rates the least volatile of the assets. The 
portfolio is less volatile than either of the equity series even though it is 80 percent 
equity-yet another illustration of the benefits of diversification. All the assets show 
evidence of fat tails, since the kurtosis exceeds 3, which is the normal value, and 
evidence of negative skewness, which means that the left tail is particularly extreme. 

The portfolio shows substantial evidence of ARCH effecn as judged by the 
autocorrelations of the squared residuals in Table 2. The first order autocorrelation 
is 210, and they gradually decline to .083 after 15 lags. These autocorrelations are 
not large, but they are very significant. They are also all positive, which is uncorn- 
mon in most economic time series and yet is an implication of the GARGH(1,l) 
model. Standard software altows a test of the hypothesis that there is no autocor- 
relation (and hence no ARCH). The test pvalues shown in the last column are all 
zero to four places, resoundingly rejecting the “no ARCH” hypothesis. 

Then we forecast the standlard deviation uf the portfolio and its 1 percent 
quantilc. We carry out this calculation over several different time frames: the entire 
ten years of the sample up to March 23,2000; the year before March 23,ZQOO; and 
from January 1, 2000, to March 23, 2000. 

Consider first the quantiles of the historical portfolio at these three different 
time horizons. To do this calculation, one simply sorts the returns and finds the 
I percent worst case. Over the full tenycar sample, the 1 percent quantile times 
$l,OW,OOO produces a value at risk of 2,477. Over the last year, the calculation 
produces a value at risk of 24,653-somewhat higher, but nut enormously so. 
However, if the 1 percent q tile is calculated based on the data from.january 1, 
2000, to March 23, 2000, the mlue ai risk is 35,159, Thus, the Iesel of risk 
apparently has increased dramatically over the last quarter of the sample. Each of 
these numkrs is the appropriate value at risk if the next day is equally likely to be 
the same as the days in the given sample period. This assumption is more IikeIy to 
be true for the shorter period than €or &e long one. 

The basic GARCH(1,l) results are given in Table 3. Under this table it lists the 
dependent variable, PORT, and the sample period, indicates that it took the 
a l ~ u ~ t ~ i r n  16 iterations to r n a x h i / ~  the likelihood function and cornputed stan- 
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1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
i l  
12 
13 
14 
15 

0.210 
0.183 
0.1 16 
0.m2 
0.122 
0.163 

0 . W  
0.081 
0.081 
0.069 

0.076 
0,074 
0.083 

0 . w  

a.ow 

115.07 
202.64 
237.59 
25.5. I3 
294.1 1 
363.85 
584.95 
410.77 
427.88 

457.68 
474.29 
489.42 
503.99 
521.98 

445.03 

0.000 

O.oO0 

0.000 
o.Oo0 
0.000 

0,OMf 
0.000 
0.000 
0 . m  
0.000 
0.000 
0.oa0 

a.om 

o.aoo 

o.ooa 

Smf&: March 23, 1990 to .Mzrch 23, 2000. 

darci errors using the robust method of ~ i l e ~ i e ~ ? - W o o l d ~ d ~ e .  The three coeffi- 
cients in the variance equation are listed as C, the intercept; ARCH(l), the first lag 
of the squared return; and GA.RGH(I), &e first lag of the conditional variance. 
Notice &at the coeffkients sum lip to a numt>er Iess than one, which is required to 
have a mean reverting variance process. Since the sum is very close to one, this 
process only mean reverrrj slowly. Slandard errors, &statistics (which are the ratio of 
coefficients and staridard erron) and pdties  complete the table. 

The slandardwed residuals are examined for autocorrelation in Table 4. 
Clearly, the autocorrelation is dramatically reduced from chat observed in the 
portfolio returns themselves. Applying the same test for autmorreiation, we now 
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1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
I 1  
12 
13 
14 
15 

0.005 
0.039 

-0.011 
-0.017 

0.002 
0.009 

-0.015 
-0.013 
-0.024 
-0,Oofi 
-0,023 
-0.013 
-0.003 

0.009 
-0.012 

0.0589 
4.0240 
4,3367 
5.0981 
5.1046 
5.5228 
5.8836 
6.3272 

7.9043 
9.3165 
9.7897 
9.8110 

7.8169 

10,038 
10.444 

0.808 
0.134 
0.297 
0.277 
0.403 
0.503 
0.553 
0.611 
0.553 
0.6313 
0.593 

0.709 
0,759 
0.791 

0.654 

find the p~alues are about 0.5 or more, indicating that we can accept the hypothesis 
of “no residual ARCH.” 

The forecast standard deviation for the next day is 0.0146, which is  almost 
double the average standard deviation of 0.0083 presented in the kast column of 
Table 1, If the residuals were normally distributed, then this would be mdtiplied by 
2.327, because 1 percent of a normal rdndom variable lies 2,327 standard deviations 
below the mean. The estimated normal value at risk = $33,977. As it turns out, the 
standardized residuals, which are the estimated values aF (e,}, are not very close to 
a normal distribution. They have a 1 percent quantile of 2.844, which reflects the 
fat tails of the asset price distribution. Based on the actual distribution, the 
estimated 1 percent value at risk is 39,996. Notice how much this value at risk has 
risen to reflect the increased risk i 

Finally, the vafue at risk can be computed based solely on estimation of the 
quantile of the forecast distribution. This has recenrly been proposed by Engle and 
Manganelli (2001), adapting the quantile regression methods of Kovnker and 
Basset (1978) and Koenker and Hallock in this symposium. Application of their 
method to this data set. delivers a value at risk = $38,228. 

ppen on March 24, 2000, and subsequently? The 
portfolio lost more 000 on March 24 and more than ~ 3 0 0 ~  on March 27. 
The biggest hit was 00 on April 14. We all know that Nasdaq decli 
5ubs~ntially over t year, The Dow Jones average was much less affec 
and bond prices increased as the Federal Reserve lowered interest rates. Fig- 
ure 2 plots the value at risk estimated each day using this methodology within 
the sample period and the losses that occurred the next day. There are about 
1 percent of times the value at risk is exceeded, as is expected, since this is 
inaample. Figure 3 plors the same graph for the next year and a quarter, during 
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Figure 3 
Value at Risk and Portfolio Losses Out of Sample 
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which the equity market tanks and the bond yields fall. The parameters are not 
reestimdted, but the formula is simply updated each day. The computed value 
at risk rises substantially from the 40,000 initial figure as the volatility rises in 
Aprif 2000, Then the Iosses decline, so that the valiie at risk is well above the 
realized losses. Toward the end of the period, the losses approach the value at 
risk again, but at a lower Imel. In this year and a quarter, the value at risk is 
exceeded only once; thus, this is actually a slightly conservative estimate of the 
risk. 11 is not easy to determine whether a particular value-at-risk number is 
correct, although statistical tests can be formulated for this in the same wdy they 
are formufated for volatilities. For example, Engle and Manganelli (2002 1 
present a “dynamic quantile test,” 
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Extensions and Modificatiom of GARCH 

The (;ARCH( 1,l) is the simplest and most robust of the family of votatility 
models. However, the model can be extended and modified in many ways. I will 
briefly mention three modifications, although the number of volatility models that 
can be found in the literature is now quite exfrdordinary. 

The CARCH( 1,lf  model can be generalized to a GARCHf p,q) model-that 
is, a model with additional lag terms. Such higher-order models are often useful 
when a long span of dam is used, like several decades of daily data a r  a yew of 
hourly data. With additional lags, such models allow both fa5t and slaw decay af 
information. A particular specification of the GARCI4(2,2) by Engle and k r  
(1999), sometimes called the “component model,” is a useful starting point to this 
approach. 

ARCW/GARCH models thus fa have ignored information on the direction of 
returns; only the magnitude matters. However, there is very convincing evidence 
that the direction does affect volatility. Particularly for broad-based equity indices 
and imnd xnarket indices, i t  appears that market declines forecast higher volatility 
than coniparable market increases do. There is now a variety of’ asymmetric GARCH 
models, including the EGARCW model of Nelson (1991), the TARCH model- 
threshold ARCH-attributed to Rabemananjara and Zakoian (1993) and Glosten, 
Jaganatkan and Runkle ( 1  993), and a collectian and comparison by Engle and Ng 
(1993). 

The goal of volatility analysis must uitimately be to explain the causes of 
volatility. While time series structure is valuable for forecasting, it does not 
satisfy our need to explain volatility. The estimation strategy introduced for 
ARC,H/GARCH models can be directly applied if there are predetermined or 
exogenous variables. Thus, we can think of the estimation problem for the 
variance just as we do for the mean. We can carry 5ut specification searches and 
hypothesis tests to find the best formulation. Thus far, attempts to find the 
ultimate cause of volatility are not very satisfactory. Obviously, Vakatility i s  a 
response to news, which must be a surprise. However, the timing of the news 
may not be a surprise and gives rise to predictable components ofvolatility, such 
as economic announcements. It is also possible to see how the amplitude of 
news events is influenced by other news events. For example, the amplitude of 
return movements on the United States stock market may respond to the 
volatility observed earlier in the day in Asian markets as well as to the volatility 
observed in the United States on the previous day. Engle, Ita and Lin ( 1990) call 
these “heat waven and “meteor shower” efFects. 

A similar issue arises when examining several assets in the same market. Does 
the volatility of one influence &e volatiiity of another! In particular, the volatility 
of an individual stock is dearly influenced by the volatility of the niarker as a whoie. 
T h i s  is a natztral implication o f  the capital asset pricing model. It also appeam that 
there is time variation in idiosyncratic volatility (fur example, Engle, Ng and 
Rathschild, 1992). 
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This discussion opens the door to mitltiwriate modeiing where not only the 
volatilities but also the correlations are to be investigated. There are now a large 
number of multivariate ARCH models to c h m e  from These turn out often to be 
difFcult to estimate and to have large numbets of parameters. Research is continu- 
ing to examine new ciasses of multivariate models that are more convenient for 
fitting large covariance matrices. This is relevant for systems of equations such as 
vector autoregressions and €or portfolio problems where possibly thousands of 
assets are to be analyzed. 

Conclusion 

ARCH and GARCH models have been applied to a wide range of time series 
anaIyses, but ~ppl i~a t io~is  in finance have been particularly successful and have 
been the focus of this introduction. Financial decisions are generally based 
tipon the tradeoff between risk and return; the econotrietric analysis of risk is 
therefore an integral part of asset pricing, portfolio optimization, option prir- 
ing and risk management. This paper has presented an example of risk mea- 
surement that could be the input to a variety of economic decisions. The 
analysis of ARCH and GARCH models and their many extensions provides a 
statistical stage on which many theories of asset pricing and portfolio analysis 
can be exhibited and tested. 
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The adjustment is reasonable and will be applied in accordance with the Company's 

allocation. 

D. Achievement Incentive Pay (all districts) 

RUCO proposes disallowance of 30 percent, or $5,555, of the Company's $ I  8,5 17 Arizona 

Corporate allocated annual incentive pay ("AIP") management fees expenses for the districts in this 

p r ~ c e e d i n g . ' ~ ~  The Company states that while it disagrees with the premise that shareholders are the 

primary beneficiaries of additional profit the Company achieves as the result of Arizona-American 

meeting its financial targets. it will not oppose RUCO's proposed adjustment in this pr~ceeding."~ 

Staff is in agreement with RUCO and the Company that the adjustment should be made."' The 

Companv states that RUCO's adjustment affects each of the seven disiricts through the 4-factor 

allocation methodology as follows:"* - -  - - - -  -- __-_ 
Agua f-ria I Havasu P-Mohave  Paradise TTui FT~-~---TuTG-- 1 Mihave 

Water 

l,;si-ic*- -- -.- 
Water Water Water Valley West Water Water 4 Wastewater 

-- - - __ - __I - 

--- 
i M anagernent 

fces 
adjustment kl , ($2.004) ($1 1,325) $1 1.1 19) ($12,035) --- ( % 1 , 0 4 % i  (St= 

The adjustments proposed by RUCO and agreed to by the Company and Staff, as set forth 

above are reasonable and will be adopted. 

E. Water Testing Expense (all districts except Mohave Wastewater) 

The Company and Staff are in agreement that water testing expense should be allowed for 

each of the water districts as follows:'b7 
District I AguaFria I Havasu I Mohave 1 P a r a d i s e - T K C n - ( ' T ' u b a c  Water - 

-__- 1 Vaiiey lvater I West Water I - Water Water 
Water testing expense $46,438 I $362,644 1 $342535 1 --- $299,015 I $51,510 

The adjustments to water testing expense as set forth above are reasonable and will be 

idopted. 

F. Miscellaneous Expense (all districts) 

The parties are in agreement that downward expense adjustments should be madz to remove 

- 
Direct 'I'esrimony of RUCO witness Rodney L. Moore (Exh. R-5) at 13- 14. 
Rebuttal Testimony ofCompany wimess Sheryl L. Hubbard (Exh. A-29) at 10-1 I .  

Rebuttal Testimony of Company witness Sheryl L. Hubbard (Exh. A-29) at 10-1 1. 
Id. at 13 and Exhibits SLH-3R; Tr. at 782, 786; Staff Final Schedules GTM-19. 

63 

154 

65 Tr. at 783, 786. 
4b 

b7 
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RUCO is in the process of gathering information to produce a clear and 

concise report, which will provide overwhelming evidence in the hope of 

eventually overturning the Commission’s repeated approval for the use of 

proposed revenues to determine an appropriate level of property tax to be 

recovered from rates. 

However, RUCO has made adjustments to the property tax expense 

based on its calculation of adjusted and proposed operating revenues. 

Specific adjustments are shown on Schedules RLM-7, column (6) and 

supporting Schedule RLM-8. 

Q. 

A. 

RUCO Operatins Income Adiustment RLM-5 - Annual Incentive Pay 

ExDense 

Please describe RUCO’s adjustment to Annual Incentive Pay (“’AIP”). 

This adjustment to AIP reflects the authorized adjustment accepted in the 

Company’s Paradise Valley Water District rate case in Decision No. 68858 

(July 28,2006). The Commission decision stated the following: 

RUCO recommends disallowing 30 percent, or $5,555 of the 

$1 831 7 in Arizona Corporate allocated management fees 

related to the Company’s Annual Incentive Plan expenses, 

because 30 percent of the AIP is directly related to Company 

financial performance measures and 70 percent to 

operational and individual performance measures (RUCO 
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Br. at 18). RUCO argues that the 30 percent portion of AIP 

expenses based on financial performance measures benefit 

only shareholders.. . . 

We agree with RUCO that shareholders are the primary 

beneficiaries of additional profit the Company achieves as 

the result of the Company meeting its financial targets, and 

therefore find RUCO’s proposal to disallow the 30 percent of 

the AIP that is based on the Company’s financial 

performance measures to be reasonable and appropriate. 

3. 

4. 

Has the Commission relied on RUCO’s recommendation in Decision No. 

68858 to make a similar adjustment to any other AZ-AM District? 

Yes. The Commission’s recent Decision No. 70351 (May 16, 2008) 

authorized a similar RUCO adjustment for the Sun City Water District. 

Therefore, RUCO recommends the Commission again authorize a thirty 

percent decrease in the AIP expense. 

RUCO Operatinq Income Adiustment RLM-6 - Labor Expense 

Q. 

A. 

Please explain RUCO’s adjustment to labor expenses. 

This is a specific adjustment for Agua Fria Water, Mohave Water and Sun 

City West Water Districts to conform with the Company’s revised level of 

test-year labor costs as explained in AZ-AM’s response to Staff data 

request GTM 8.2. 

14 
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RE: STAFF REPORT FOR COMPLIANCE FILING IN THE MATTER OF THE 
APPLICATION OF GLOBAL WATER FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR UTILITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF RETURN ON THE FAIR VALUE OF ITS 
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20445A-09-00'77, W-02451A-09-0078, W-01732A-09-0079, W-20446A-09-0080, W- 
02450A-09-008 1 AND W-O1212A-09-0082 

Attached is the Staff Report, pursuant to the compliance filing ordered in the above- 
named docket, resulting from the series of workshops held in Docket No. W-OOOOOC-06-0149, 
Generic Evaluation of the Regulator Impacts from the Use of Non-Traditional Financing 
Arrangements by Water Utilities and Their Afiliates. 

Staff recommends: 

1. Consideration of authorizing utilities to record and defer depreciation and a cost 
of money using an Allowance For Funds Used During Construction ("AFUDC") 
rate on qualified plant replacements2 for up to 24 months3 after the in-service date 
to mitigate the effects of regulatory lag. 

2. Consideration of allowing acquisition premiums and/or a premium on the rate of 
return on a case by case basis and subject to certain conditions, in those cases 
where the impacts may be offset to some extent by the effects of operational 
improvements. If granted, acquisition premiums would be subject to review and 
re-justification in future proceedings. 

3. Consideration of establishing a mechanism to recognize the effect of delays in the 
processing of rate cases when applicant is not culpable for those delays. 

Staff will prepare separate reports to address distribution system improvement charge ("DSIC") and the treatment 

At a minimum qualified plant would need to be found used and useful during the 24-month period. 
Terminates before 24 months if rates become effective that include the qualified plant in rate base in the 24-month 

of income taxation for S corporations and limited liability companies. 

period. 



4. That monies received pursuant to Infrastructure Coordination and Financing 
Agreements (“ICFAs”) continue to be treated as Contributions in Aid of 
Construction (L‘CI“’y). This recommendation may be modified as a result of the 
pending review of Global’s ICFAs by an independent Certified Public Accountant 
firm. 

SM0:GWB:kdh 

Originator: Gerald W. Becker 
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Introduction 

On February 20, 2009, Global Water - Palo Verde Utilities Company ; Valencia Water 
Company - Greater Buckeye Division ; Willow Valley Water Company, Inc.; Global Water - 
Santa Cruz Water Company; Water Utility of Greater Tonopah, Inc.; and Valencia Water 
Company - Town Division, (collectively “Global” or “Company”) filed with the Arizona 
Corporation Commission (‘‘Commission’’) applications in the above-captioned dockets seeking 
increases in their respective permanent base rates and other associated charges. Decision No. 
71878 arose from that proceeding in Docket Nos. SW-20445A-09-0077 et al. 

In Decision No. 71878, the Commission approved Staffs recommendation that 
approximately $60.1 million of monies received under Infirastructure Coordination and Financing 
Agreements (“ICFAs”) be imputed as Contributions in Aid of Construction (“CIAC”). Decision 
No. 71878 further ordered that a generic investigation be commenced which looks at how best to 
achieve the Commission’s objectives with regard to encouraging the acquisition of troubled 
water companies and the development of regional infrastructure where appropriate. The 
workshop was to address whether ICFAs, or other mechanisms, if properly segregated and 
accounted for, could be utilized to finance the actual acquisition of troubled water companies, 
and a portion of the carrying costs associated with the unused water and wastewater facilities or 
infrastructure determined to meet the Commission’s objectives in this regard. 

To comply with Decision No. 71878, Staff held a series of workshops. The workshop 
dates and subject matters are shown below: 

November 1 , 2010 - Introduction and timelines. 

January 14,201 1 - Distribution System Improvement Charges (“DSICs”) 

February 25,201 1 - Acquisition Adjustments and Rate of Return Premiums. 

March 25,201 1- Imputed Income Tax for S Corporations and certain LLCs 

June 16,201 1 - Generalized Cost of Equity. See also Docket No. 08-0149, 

June 24,201 1 - KFAs 

November 4,201 1 - Cost of Equity, ICFAs, and Conclude Workshops 

Purpose of the Workshops 

The purpose of the workshops was to comply with the requirements of Decision No. 
71 878’ as shown on Attachment A. 

Decision No 71878, 89 at 9-20. 
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Staff Analysis 

Staff attended the workshops and has reviewed the filings of the various participants. In 
this filing Staffs comments are limited to its recommendations on: 

1. Post-in-Service Allowance for Funds Used During Construction (“AFUDC”) and 
Deferred Depreciation 

2. Acquisition premiums andor rate of return premiums. 
3. A possible mechanism to capture the effects of untimely delays in the processing of a rate 

case. 
4. Continued treatment of ICFAs per Decision No. 71878 pending results of an independent 

audit. 

Post-in-Service AFUDC and Deferred Depreciation 

At one of the workshops, participants expressed concern regarding the inability to earn an 
awarded Rate of Return (“ROR”) due to the carrying costs incurred between the time when 
Construction Work in Progress (“CWIP”) is transferred to Utility Plant in Service (“UPIS”) and 
considered for recognition in rate bases. This occurs because the recording of AFUDC ceases 
when CWP is transferred to UPIS. 

Under present treatment, utilities record projects in the CWIP accounts and are allowed to 
record AFUDC on those balances using a rate that equals the utility’s cost of capital. Upon 
transferring the cost of the completed project from CWIP to UPIS, the recording of AFUDC 
ceases and the utility begins depreciating the asset. During the interim period between the 
transfer from CWIP to UPIS and the date when the asset may be recognized in rate base, the 
utility bears the carrying costs of the asset which are unavoidable and unrecoverable under the 
present regulatory process. Once a project is completed, it is transferred to UPIS. 

Staff recommends that some consideration be given to mitigating the effects of carrying 
costs of net plant additions between rate proceedings. Under optimal conditions, a utility would 
transfer plant to UPIS concurrently with filing a rate case which would require up to 12 months 
to process. In addition, Staff prefers 12 months of data after a Company has received new rates 
before it can file another rate case. Realistically, the utility will bear the carrying costs of the 
incremental net plant additions during the interim period which is at least 24 months. While the 
utility is technically not entitled to earn on that incremental plant absent a fair value 
determination, Staff recommends that some consideration be given to mitigate effects of 
associated carrying costs which could be significant. Staff recommends the deferral of post-in- 
service AFUDC for a period of up to 24 months to mitigate the effect of regulatory lag. 

Staff also recognizes that a utility records depreciation expense from the date that the 
asset is placed into service. If this occurs during or prior to the end of the test year in a rate 
proceeding, the utility incurs depreciation expense but has no opportunity to recover it. Similar 
to the reason associated with regulatory lag discussed more fully above regarding post-in-service 
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AFUDC, Staff further recommends that depreciation expense be deferred for a period of up to 24 
months to mitigate the effects of regulatory lag. (The precise entries to effect this would need to 
be determined.) 

The deferral of AFUDC and depreciation would allow a Company to request recovery of 
both amounts, which it would not normally be allowed to do absent an approved deferral. 

Acuuisition Premiums 

Some participants cite two instances when Staff recommended and the Commission 
approved an acquisition premium. In researching this issue, there are two cases to consider 
which may serve to clarifl the record. 

1. 

2. 

Paradise Valley Water Company (“PVWc”)/Mummy Mountain Water Company 
(“Mummy Mountain”) - In this proceeding, Docket Nos. W-01342A-98-0678 and W- 
01303A-98-0678, Decision No. 61307, the owners of Mummy Mountain sold their 
system for approximately $1 50,000 which included a $40,000 payment to the sellers, 
approximately $47,000 forgiveness of debt for the utility service owed by the seller to the 
buyer (PVWC), $32,000 of property taxes owed by the seller but to be paid by the buyer, 
and administrative costs of $20,000 associated with the sale. Unfortunately, the record is 
silent regarding the net book value of the assets transferred to PVWC, and Mummy 
Mountain’s most recent rate case, Docket No. W-0134214-91-0224, Decision No. 57877, 
is too stale to provide reliable information regarding an appropriate valuation of the 
business. S t a f f  is therefore unable to ascertain the existence, or lack thereof, of an 
acquisition premium associated with this transaction. 
The sale of the “McClain systems” to Northern and Southern Sunrise Water Companies - 
Staff reviewed the record underlying Decision Nos. 68412 and 68826. Dated January 23, 
2006, Decision No. 68412 was a rate case which approved a negative goodwill of 
$52,141 for substandard operating conditions of the McClain systems. Dated June 29, 
2006, Decision No. 68826 approved the transfer of the “McClain systems” to Northern 
and Southern Sunrise Water Companies and approved acquisition costs of $300,000, 
including $100,000 for reorganization, bankruptcy and other costs, $100,000 for 
Commission related activities, and $100,000 for transition costs such as support for an 
interim operator, capitalized labor costs, etc.2 Thus, Staff could not find any evidence of 
the Commission granting recovery of a true acquisition premium, although Staff also 
notes that it is aware of few requests by utilities to recover an acquisition premium. 

While a policy of granting acquisition premiums has the theoretical potential to 
encourage healthy utilities to acquire non-viable utilities, it also has the undesirable effect of 
providing owners an incentive to underperform and become non-viable by design to place their 
utilities in a position to become a lucrative acquisition target. Thus, establishing a general policy 

Decision No 68826, Findings of Fact, paragraph 47. 
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to grant acquisition premiums can have undesirable as well as desirable attributes. Accordingly, 
acquisition premiums are better considered on a case-by-case basis. 

Staff concludes that the granting of acquisition premiums should be withheld at the time 
the proposed sale/transfer is being considered and that authority should be granted to allow 
potential recovery upon the acquiring utility meeting specified conditions such as 1)  
demonstrating clear, quantifiable and substantial benefits realized by ratepayers that are unlikely 
to have been realized had the transaction not occurred; 2)  balancing the value of the realized 
benefits against the rate impact; and 3) granting any recovery of an acquisition premium over an 
extended time and requiring continued recovery to be re-justified in subsequent rate proceedings 
to encourage continuous delivery of improved, quality service. 

Rate of Return Premiums 

Rate of return premiums may be an alternative to acquisition premiums for encouraging 
healthy utilities to acquire non-viable utilities. However, unlike acquisition adjustments, it does 
not present the potential to encourage dyshctional behavior by operators to intentionally under- 
perform, and accordingly, it is generally a preferred mechanism. Rate of return premiums also 
have a benefit of inherently including a provision for revisiting the appropriateness of its 
continuation in each rate case. Staff concludes that the granting of rate of return premiums can 
be an appropriate mechanism for encouraging the acquisition of non-viable water companies 
under certain conditions. Similar to the granting of an acquisition premium as discussed above, 
granting of rate of return premiums should be predicated on the attainment of demonstrable, 
quantifiable and realized benefits to ratepayers that would not have occurred had the transaction 
not occurred. Rate of return premiums might be predicated on the attainment of certain 
operational goals andor implementation of certain best management practices and/or other 
metrics. 

Untimelv Delays 

The Arizona Administrative Code prescribes certain times for the processing of rate 
cases. The time lines vary from 360 days3 for Class A and B utilities to 120 days for Class E 
utilities. In some instances, a case may experience delays for which an applicant is not culpable 
due to its actions or inactions. To the extent that a proposed rate increase is delayed, the 
applicant experiences a permanent loss of the incremental revenues that are ultimately approved. 
To mitigate the effect of foregone revenues under the aforementioned circumstances, Staff 
recommends the establishment of a deferral mechanism on a case by case basis to capture the 
estimated effect of untimely delays in the processing of rate applications. Such a mechanism 
would be subject to additional analysis in subsequent rate proceedings. 

Time lines are fiom the “Sufficiency Date” when Staff determines that an application has met (initial) filing 
requirements. 
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Continued Treatment of ICFAs Consistent with Decision No 71878 

At the time of this report, an audit of the ICFA monies received by Global and its parent 
under ICFAs through December 31, 2008, is underway. Staff will file a supplemental report 
upon receipt and review of the report from the independent audit firm. 

Conclusions and Recommendations 

Staff recommends: 

1. Consideration of authorizing utilities to record and defer depreciation and a cost of 
money using an Allowance For Funds Used During Construction (“AFUDC”) rate on 
qualified plant replacements4 for up to 24 months5 after the in-service date to mitigate the 
effects of regulatory lag. 

2. Consideration of allowing acquisition premiums and/or a premium on the rate of return 
on a case by case basis and subject to certain conditions, in those cases where the impacts 
may be offset to some extent by the effects of operational improvements. If granted, 
acquisitions premium would be subject to review and re-justification in future 
proceedings. 

3. Consideration of establishing a mechanism to recognize the effect of delays in the 
processing of rate cases when applicant is not culpable for those delays. 

4. That monies received pursuant to Infrastructure Coordination and Financing Agreements 
(“ICFAs”) continue to be treated as Contributions in Aid of Construction (“CIAC”). This 
recommendation may be modified as a result of the pending review of Global’s ICFAs by 
an independent Certified Public Accountant firm. 

At a minimum qualified plant would need to be found use and useful during the 24-month period. 
Terminates before 24 months if rates become effective that include the qualified plant in rate base in the 24-month 

4 

5 

period. 
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ATTACHMENT A 

Decision No. 71 878: 

IT IS FURTHER ORDERED that a generic investigation shall be commenced which looks at 
how best to achieve the Commission’s objectives with regard to encouraging the acquisition of 
troubled water companies and the development of regional infrastructure where appropriate. As 
part of this proceeding, the workshop shall address whether ICFAs, or other mechanisms, if 
properly segregated and accounted for, could be utilized to finance the actual acquisition of 
troubled water companies, and a portion of the carrying costs associated with the unused water 
and wastewater facilities or infiastructure determined to meet the Commission’s objectives in 
this regard Therefore, we will require Stafto notice and facilitate, and Global to participate in 
stakeholder workshops designed to address these issues, and make recommendations to the 
Commission on the issues discussed in the workshops, including whether it is appropriate to 
adopt the recommendations in the next Global Utility rate case, as well as other ficture rate 
cases. The workshops shall be noticed and held in the existing Generic Docket. 

IT IS FURTHER ORDERED that Staflshall, within 30 days, provide notice to the parties to the 
Generic Docket, and to other stakeholders, of new workshops in Docket No. W-OOOOOC-06-0149, 
for stakeholder workshops designed to address the issues set forth in Findings of Fact No. 84. 
Following the conclusion of the workshops, Staff shall, within 90 days, make recommendations 
to the Commission on the issues discussed in the workshops, including whether it is appropriate 
to adopt the recommendations in the next Global Utility rate case, as well as other future water 
cases. 

IT IS FURTHER ORDERED that if the Commission workshop results in fiture treatment of 
ICFAs that is different than the result in this case, the Applicants may request review of the 
ICFAs subject to this Order in a future rate case for setting prospective rates consistent with the 
recommendations adoptedfrom the future workshop process. 

8 



EPCOR 
Declining Usage and the Revenue Requirement 

Line 

Test Year Revenues 
Declining Usage Revenue Adjustment 
Test Year Adjusted Revenues (L1 + L2) 
Test Year Adjusted Operating Expenses 
Test Year Adjusted Operating Income (L 3 - L4) 
Required Operating Income 
Operating Income Deficiency (L6 - L5) 
GRCF 
Required Increase in Revenues (L7 L8) 

- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

IAssume the followins: 

10 Test Year Adjustment Revenues (=L3) 
11 Required Revenue Increase (=L9) 
12 Revenue Requirement (L10 + L11) 

$ 360.00 
(60.00) 

$ 300.00 
290.00 

$ 10.00 
$ 16.06 
$ 6.06 

1.65 
s 10.00 

$ 300.00 
10.00 

$ 310.00 

I (TY Billina Determinants 

13 TY # Billings 
14 TY Avg. Per Customer Monthly Usage (gallons) 

1 
10,000 

I I Present Rates 

15 Monthly Minimum 
16 Commodity Rate (per 1,000 gallons) 

$ 10.00 
$ 2.00 

17 Average Revenues per Month (L15 + L16*L14/1000) $ 30.00 

18 Recorded Annual Revenues (L17 * 12) $ 360.00 

Declinina Usaae Adiustment 

19 Declining Usage Adjustment Reflected on Income Statement =(E) $ (60.00) 

20 Adjusted Test Year Revenues (L18 + L19) $ 300.00 Same as Line 3 

How do we set rates to get to the proposed revenue requirement? 
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MIKE GLEASON, Chairman 
WILLIAM A. MUNDELL 

KRISTIN K. MAYES 
GARY PIERCE 

JEFF HATCH-MILLER 
A2 CORP COMMISSION 

DOCKET CONTROL 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRIA 
WATER DISTRICT, ANTHEM WATER 
DISTRICT, HAVASU WATER DISTRICT, 
MOHAVE WATER DISTRICT, PARADISE 
VALLEY WATER DISTRICT, SUN CITY WEST 
WATER DISTRICT AND TUBAC WATER 
DISTRICT 

ARIZONA-AMERICAN WATER COMPANY, 

N THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FHA 
WASTEWATER DISTRICT, ANTHEM 
WASTEWATER DISTRICT, AND MOHAVE 
WASTEWATER DISTRICT 

ARIZONA-AMERICAN WATER COMPANY, 

DOCKET NO. W-01303~-08- 
W-U1303A-08-0227 

S W-01303A-08-0227 

Arizona Corporation Commission 
DOCKETED 

MAY 0 12008  

DOCKET NO. SW-Ol303A-08- 

APPLICATION 
OF 

APRIL 30,2008 
ARIZONA-AMERICAN WATER COMPANY 

1. A~piication. Arizona-American Water Company (“Arizona- American” or the 

‘Company”) is a wholly-owned subsidiary of American Water. Arizona-American hereby 
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BOB STUMP 

CHAIRMAN 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

COMMlSSi ON ER 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRlA 
WATER DISTRICT, ANTHEM WATER 
DISTRICT, HAVASU WATER DISTRICT, 
MOHAVE WATER DISTRICT, PARADISE 
VALLEY WATER DISTRICT, SUN CITY 
WEST WATER DISTRICT AND TUBAC 
WATER DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 
Docket No. W-0 303A-08-0227 

IN THE MATTER OF THE APPLICATION OF I Docket No. SW-01303A-08-0227 
ARIZONA-AM E R I CAN WATER COMPANY, 
AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRlA 
WASTEWATER DISTRICT, ANTHEM 
WASTEWATER DISTRICT AND MOHAVE 
WASTEWATER D l STRl CT. 

NOTICE OF FILING 

SCHEDULES 
FINAL POST-HEARING 
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The Residential Utility Consumer Office ("RUCO") hereby files its Final Post-hearing 

Schedules in the above-referenced matter. A disk with electronic versions of the 

schedules is being provided to the Administrative Law Judge. 

RESPECTFULLY SUBMllTED this 14'h day of April, 2009. 

Chief Counsel 

4N ORIGINAL AND FIFTEEN COPIES 
Df the foregoing filed this 14th day 
Df April, 2009 with: 

Docket Control 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

COPIES of the foregoing hand delivered/ 
mailed this 14'h day of April, 2009 to: 

Teena Wolfe 
Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Janice Alward, Chief Counse\ 
Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

-2- 

Craig A. Marks, Esq. 
Craig A. Marks, PLC 
10645 N. Tatum Blvd. 
Suite 200-676 
Phoenix, Arizona 85028 

Thomas M. Broderick 
Director, Rates & Regulation 
Arizona-American Water Company 
19820 N. 77th Street, Suite 200 
Phoenix, AZ 85024 
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FINAL POST-HE4RINQ SCHEDULES 

TEST YEAR PLANT SCHEDULES 
PRIOR TEST YEAR ENDED DECEMBER S, 2005 
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FINAL POST-HEARINQ SCHEDULES 

TEST YEAR PLANT SCHEDULES - CONTD 

2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
28 
30 
31 
32 
33 
34 
35 
38 
37 
38 
39 
40 
41 
42 
43 
44 

45 
46 

YEAR ENDED DECEMBER 9.2005 
(A) (E) (C) (W (E) (F) 
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LINE ACCT. PLANT PLANT CALCULATED TOTAL PLANT ACCUMULATED NET PLANT -- NO. No ACCOUNT NAME ADDTWADJWS RETlREMEMS ANNUAL DEP. VALUE DEPRECIATION VALUE 
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Cdumn (F): Column P) - Cdumn (E) 



Anzonaffmeruan Water Company 
Docket Nos SW 8 W41303A-084227 
Test Year Ended December 31,2007 

FINAL POST-HEARINO SCHEDULES 
TEST YEAR PLANT SCHEDULES - CONPD 

YEAR ENDED DECEMBER 29,2008 

Mohave Water District 
Schedule RLM-3 

Page3d4 

LINE ACCT. 
NO. NO. 
I 301000 
-- 

(A) 

PLANT 
ACCOUNT NAME ADDTWADJMTS 

(xaanizalim s 

(8) 

PLANT 
RETIREMEWS 

S 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 
13 
14 
15 
16 
17 
18 
I 9  
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
3a 
31 
32 
33 
34 
35 
36 
37 
3a 
39 
40 
41 
42 
43 
44 

45 
46 

302000 
303200 
303300 
303500 
303600 
304100 
304200 
304300 
304400 
x14800 
3047(10 
305000 
306000 
307000 
310100 
311200 
311300 
311% 
320100 
3 3 m  
331001 
331100 
331200 
331300 
333000 
3341W 
334200 
335000 
339100 
3J92Mo 
310100 
310200 
340300 
341100 
341200 
342000 
343000 
3.44000 
345000 
346100 
346200 
346300 

TOTAL 

FramhkOS 
Land 6 LMd Rlghk SS 
Land 6 Land Righb P 
Land 6 Land Rlghb TD 
Land 6 Land Righb AG 
Slruct 6 Imp SS 
S M l l m p P  
sIruct6lmpWT 
S b u C t I h p T D  
SbWl&lmpo(llcUr 
sDUCt& Imp -sofa 
Collect 6 Impoundno 
Lakss. Rlvsn, Omer Intakes 
W d k  6 Sprlnpa 
Pawr GnraUon Equlp Ohw 
Pump Equlp EwVk 
Pump Equip me84 
Pump EqUlP omr 
WT Equlp NonMoUn 
Oi?rtResmolfs 6 shmncbipe 
TD M ~ I M  No1 Clae4n.d by Size 
TD MalM 4n h L a s  
TDMalnsBlnloBn 
TD Malm Ian lo 1Bin 
mss 
M . h  
Mew InsURallm 
HVaMk 
OPlbnPE htandblo 

W e  Fumlhmre 6 Equlp 
Comp 6 PMph Equlp 
Computer Solhvan 
Trans Equlp Lt Duty T h r  
T ~ M  Equlp Wvy Duly Thr 
stoma Equipment 
To*.Shop.Garaoe Equip 
Laboratory Equipment 
Poww O p r a M  Equipmenl 
CmmunlaSon Equipment 
CanmnicaUon Equipment Tdeph 
MiSCsllan.m* Equlpmsnt 
0 

ornrESs 

Per Company wak Pap= 
RUCO lna'ensn (Damease) to GUPIS 6 Accum. Deprs. 

6.732 

57.840 

9,620 
u4.983 

668 
205,401 

15,472 
66.567 

453 

17,533 

27,499 

Refwonc~(~. 
CdUmM (A) (6): Company Schedule 5 2  
Column (C):Workpapm'~Uw RwLsodSCWACC D6p. Shertn2m2-2wP 
Column (D): 9che&le RLM-3, Pap 2, Colunn (D) + Cdumn (A) + Cdumn (8) 
Column (E): Schedule RLMJ, me 2. Cdurnn (E) + Column (6) Column IC) 
Column IF): C d m n  (D) - Column (E) 

CALCULATED 
ANNUAL DEP. 
s 

(21,861) 

TOTAL PLANT 
VALUE 

I 34.w 
37.081 

290.777 
2.351 
9,609 

330 
309,266 

1,687 
47,846 
4.593 

457.140 
29,223 
663.w 

(E) 

ACCUMULATED 
DEPRECIATION 
s 

10 

(142.564) 
2.444 

f12.213) 
(2.413) 

(83,377) 
(5.412) 

(160,578) 

809.849 

2,152029 

50,870 
1.584.352 

49.469 
11,714,374 
2,293.44113 

27,794 
3,319,725 
1,792,829 

224.921 
36.840 

175,522 
250,273 

343.112 

3,232 
135,609 

7,623 
97,186 

169,659 

(40.840 
I 1  6.673 

(68) 
(579,357) 

(2.774) 
(127,302) 

(7,043) 
183.6611 

NET PLANT 

9,609 
330 

246,702 
4,131 

35,633 
2,170 

373,763 
23412 

543.016 

421.581 

746.840 

(23.447) 
1.205.672 

44.062 
6.718,7M 
2,207,753 
1.805 

1.158.631 
7a1.099 
~ a , w o  
3 6 . a  

134,801 
374.946 

(W 
(258.246) 

458 
8,307 

580 
13,525 

131,131 



Arizonaffmernan Water Company 
Docket N w  SW 8 W-01303A-084227 
Test Year Endod Decembsr31.2007 

M&ave Water Dtstnct 
Schedule R L W 3  

P a g e 4 o f 4  
FINAL POST-HEARWO SCHEDULES 

TEST YEAR PLANT SCHEDULES - CONl'D 
YEAR ENDED DECEMBER 51, P O 7  
(A) (e) (C) (0) (E) (F) 

RUCO 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
52 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

45 
46 

47 

LINE ACCT PLANT PLANT CALCULATED TOTAL PLANT ACCUMULATED NET PLANT 
NO. NO. ACCOUNT NAME AOMSIADJMTS RETIREMENTS ANNUAL DEP. VALUE OEPREClATlON VALUE 

- s  - s  - s  34,004 s - s  34,004 
37.061 37.061 302000 FrancNses 

303200 Land 6 Lend R@hk SS 14 290.791 290,791 
303300 Land 6 Land Rlohbl P 2.351 10 2.361 

1 301oW organizaaon s 

303500 
303600 
304100 
304200 
30430 
J(U400 
3M.soo 
JMm 
305000 
306000 
307000 
310100 
311200 
311300 
31130 
320100 
3Jwoo 
331001 
331100 
331200 
331300 
333OOo 
35(100 
wm 
335ooo 
339100 
3392500 
3401w 
340200 C m p  6 Priph EWp 
340300 C O m p u t s r S ~  
341100 TmEqulpLlDulyTW 
341200 TmEauluHWDUlYTrk6 
342000 stmc Equ lpml  
243000 Twls.Shw.Garat~m Equip 
344000 Labontory Equlpml 
545000 Pwm Dpmbd Equipment 
348iM) Cmmnkatlrn Equipment 
36200 Cmmunlcatlrn Equpment Tdephme 
346300 MWIanwOlg Equipment 

TOTM 0 

9.600 
31.052 

309.266 
1.687 

47,046 
4.50 

457,147 
28.223 
Bg3.944 

9,6W 
31.052 

(153,580) 235.686 
2.403 4.090 

(13,409) 34.437 
(0496) 2.087 

(92.657) 384.490 
(8.765) 22.459 

(177.792) 406,152 

137,874 
117.239 

1 ,009 

4.300 
73,801 

1M.956 
'133,959 
20,661 
23.541 

(366) 

(565) 

833 
35 

(1.472) 

75.243 
14,226 
49.678 
7.985 

I 877,780 

(21,861) 

(2.138) (111.8!J6) 

809,849 
137,874 

2,257,130 

(4G3.929) 339.720 
137,874 

(1,514,947) 752,183 

1,om 
50,870 

1,5&,lM 
48.469 

(27) 
(61.746) 
(2.283) 

(5352) (183,522) 
(54.614) (117,WJ) 

(15,655) 

(37,314) (7,111) 
(19l.431) (10.262) 

(301) 
(85.786) 

11.718:647 
2367,284 

216.750 
3,447,832 
1,750,875 

248.462 
36,474 

137,645 
66,842 

833 
343,147 

2,400 
134.137 

7,623 
172,529 
180.534 
49,678 
5,110 s 27.793.m- 

(6) 1,002 
(80.422) (29.552) 

(407.135) 1,178,995 
(6,699) 4 z . m  

(5,301,353) 8,417,294 
(147.476) 2,Zl9.(109 

(3.553) 213.197 
(2,320,764) 1.119.067 
(1.073.408) 505,487 

(12.257) 238,205 
(2) 38,472 

(10.438) 127.207 
297,842 384.E.94 

(369) 464 
1685.144) (321.997) 

27.793.49: ( 1 2 . ~ ~ ~ 2 3  15.217.202 
( . I S  175.741 

27.793.498 (12,400,553) 
27.793.496 (12,576,2942 

(0) 1175.7411 

Rnfuences: 
Colurnnr (A) (B) Company Schadule C 2  
Column [C) Wmpapers 'RUCO ReUsedSCWACC OEP'. Shnl'XX)2-a007' 
Cdumn ID) Scheduln RLMJ, Pago 3, Column (0) + Cdurnn (A) + Column (6) 
Cdumn [E) sheduln RLM-3, W e  3. Column (E) + Cdumn (8) + Column (C) 
Cdumn [F) Column (0) - Cdumn (E) 
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BEFORE THE ARIZONA ~RAJTI~N~~IMISSION 
KRISTIN IS. MAYES 

Chairman 

GARY PIERCE 

PAUL NEWMAN 

Commissioner 

Commissioner 

SANDRA 0. K E W D Y  
Commissioner 

BOB STUMP 
Commissioner 

“-01 303A-10-0448 
IN THE MAITER OF THE APPLICATION ) 
OF ARIZONA-AMERICAN WATER ) DOCKET NO. W-01303A-10- 
COMPANY, AN ARIZONA 1 
CORPORATION, FOR A 1 DETERMINATION OF THE CURRENT ) 
FAIR VALUE OF ITS UTILITY PLANT ) 
AND PROPERTY AND FOR INCREASES ) 
IN ITS RATES AND CHARGES BASED ) 
THEREON FOR UTILITYSERVICE BY ITS ) 
AGUA FRIA WATER DISTRICT, HAVASU ) 
WATER DISTRICT, AND MOHAVE 1 
WATER DISTRICT. 1 

APPLICATION OF 

ARIZONA-AMERICAN WATER COMPANY 

Adma CaporatIan Commission 
DOCKETED 

NQV 4 fQ1ff 
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9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

GARY PIERCE 

BOB STUMP 

SANDRA D. KENNEDY 

PAUL NEWMAN 

BRENDA BURNS 

C HA1 RMAN 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THERON 
FOR UTILITY SERVICE BY ITS AGUA FRlA 
WATER DISTRICT, HAVASU WATER 
DISTRICT, AND MOHAVE WATER 
DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 
Docket No. W-01303A-10-0448 

RUCO'S NOTICE OF FILING 
DIRECT TESTIMONY 

The Residential Utility Consumers Office ("RUCO') hereby provides notice of filing the 

Direct Testimony of William A. Rigsby, CRRA, Rodney L. Moore, Dr. Thomas Fish and Royce 

3uffett in the above-referenced matter. 

RESPECTFULLY SUBMITTED this 27'h day of June, 201 1. 

Counsel 

-1 - 



Arizona-Amercian Wter Canpany 

Tesl Year Ended &ne 30.2M( 
Oockd NO. Wo1303A-10044E 

Mohave Mer Obtrict 
Sdredule RLM-4 (Np 

Page 1 of1 

LINE ACCT. PLANT PLANT CALCULATED TOTALPLANT ACCUMULATED NET PLANT -- NO. NO. ACCOUNT NAME ADDT'SIADJMTS RETIREMENTS ANNUAL DW. VALUE DEPRECRTION VALUE 
1 M1WO OmanluUDn I - 5  - I  . s 34.m s - I 34.m 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 13 

14 
15 
16 
17 
18 
18 
20 
2l 
22 
n 
24 
25 
28 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
38 
40 
41 
42 
43 
44 
45 
48 
47 
4a 49 

50 
51 
52 
33 
54 
55 
e.3 
57 
50 

58 

Bo 
81 
82 

83 

302m 
303200 
303300 
303500 
303MH) 
304100 
3 0 4 m  
304300 
304400 
304500 
304600 
304020 
304700 
305000 
J W D O O  
307000 
3oMxK) 
308000 
31 WM) 
310100 
311200 
31 1300 
311500 
m1w 
J202W 
330000 
530100 
331001 
331 100 
331200 
331300 
331400 
333000 
334100 
334200 
334300 
335000 
339200 
I 8 2 5 0  
339000 
UO100 
340200 
240300 
Yo330 
341100 
Y12w 
341300 
341400 
urn 
34m 
344m 
YSWO 
346100 
348190 
34azW 
348300 
347wo 

TOTAL 

F & h u s r  
Land 6 Land RbMI SS 
Land 6 LandRghb P 
Land 6 Land RgMp TO 
Land 6 Land Rlphls A 0  
StNa h Imp SS 
Stnrd6lmpP 
SlNd 6 Imp WT 
s w  imp m 
stnx(6tmpAG 
SlrudhimpOffws 
Strud 6 bnp Leashold 
Stud h Imp StOA shop and Game 
coiiea 6 lmpundinp 
Lake. Rlwr 1 Mher Intakes 
MILS h Spmg.9 
InfiWion Gabr*r 6Tvnm 
Supply Ualnr 
Power Oeneratmn Equip 
P w r  Genentbn Equip Mhor 
Pump Equip €le* 
Punp Equip Diesel 
Pump Equip ahw 
WT Equp Non-Media 
WT Equp Fner Media 
Dist Resenwrs 6 Siandp@ 
Elewted Tank 6 Standpper 
TOMsrnsNotckSllkd by sm, 

Mains 4h 6 Less 
TU Mains 6m lo 8h 
TU Mahr 10h 10 ism 
TU Mains Gmaler man 18" 
S B M M I  
WIWS 
Meter Inslnmons 
Meter Vaub 
Hydants 
m e r  PIE SS 
OtherPESS 
Other PIE CPS 
O M  Fumnum h Equip 
Comp 6 P e w  Equlp 
Computsr Soilwarn 
Comp S o h n  Other 
Trans Equtp u Duty T r b  
Tnru Equip Hvy Dut, Trkr 
TrnnsPorImbn Equipment- Ohsr 
Trans Equip Mhw 
sloma EqUlFmnt 
T ~ , S h o p . G ~ n g a  Equip 
Labaratow Equkmenl 
P w r  Operated Equlpmnt 
Comn Equip NacTelephone 
Remote Conbol h Inrtnmantall 
Cwnm Equp Tabphons 
C o r n  Equp Other 
MircewaneWs Equpmarn 

0 

37.081 

9 3s4 
280,781 

28,838 
28.130 

15.130 

_.__. 
9.809 

31.052 
481,822 
23.817 
47,846 
4 3 . w  
7.823 

452.514 

29.223 
13.944 

1,066,077 

50.431 
33.355 

143.108 (2.247) (87.305) 2.W9.Cd7 

36.535 

5,377 
18.244 
14,411 

40 

3w,223 
65.3W 

58 

(29  1.w9 
(1,aZ) 97.220 

(10.578) 

(420 
(341) (90.151) 

(25.378) 
(1.928) 

(17.039) 
(23.543) (56.347) 

(7.423) 

(763) 

2,163,367 

54.847 
11,784.507 
3,317,557 

252,041 
78.265 

4,208,839 
1,748,550 

227.353 

51.W 
62.m 

179.702 
110.243 
109,956 

(2.424) 
(1W 

134.141 
9O.WO 

14.312 
2.400 

130.888 
7,823 

172.M 
1M1.533 
1o.m 
19,678 
5.111 

S 751.253 I (156,206) E (3 50271) I 31,290,437 

37,081 
290.791 

10 2,381 
9.608 

31.052 
(184.217) 237.405 

1.986 31.783 
(16.3W) 31,447 

(544) 7.285 
(111.176) 341,337 

(1 0.1 46) 19,078 
(218.727) 447.217 

(3.772) 39.774 

(475,051) 503,02% 

(1.458) 56,975 
50,355 

(1.751.81) 877,188 

(128) 882 
(82,071) 5.149 

(493,838) 1.089.532 
( 5 * W  (5.582) 
(8,832) M215 

(5,738,803) 6,045.W 
(288.592) 3,050,785 
(12,wB) 239.175 
(2.311) 73.854 

(1,982,549) 2,248,OW 
(1,078,041) 870,508 

(50,930) 1M1,424 

(3.802) 47.202 
82.503 

(14.178) 155,524 
4.338 114,501 

273,091 383.048 
(3) (3) 

(741.875) (607.1 34) 
(8.750) 83.250 

(4.806) 9.318 
(2.302) 98 

(lW.626) (35.829) 
(9,220) (1.605) 

(128.345) U.1M 
(57.401) 123.132 

10.009 
( M . W )  23.015 

7319 12.4- 

5 (13,WlS3) I 17,862,254 

(1,010,318) (1.01 0,316) 
(157.815j (157,615) 

S 14,538,314) S 18,894,123 751,253 I ( 11.2W) (388.6%) $ 31.230.437 $ ( RUCO Unadjusted Totals Per \Ilbrkpapelr 

t 52,903 s (40,014) (3w33-3) s 31,230,437 $ ( 14330,314) $ 16,694,123 

157.815 157,815 

64 

85 

Company Unadpsted Test Year mnt Sublob 

Company Adjustmnt For OwrWndar Reconcile To GL Per B.2. sLM-1 
88 Company Unadprted Phnt Totab As Fila J (388,838) $ 31230,437 I ( 14,376,499) 

l.1M,518 (301.945) 604,574 67 Company Pro F O m  AdJuStmeOl Per 0-2. COIUME B Thw I 

68 company Adjusted Plant in S e r v i e s ~ ~  Fua 

References: 
CO~IIIMS (A) ThN (F): RVCO MfkPaperS W RLM-4(1) ThN W RLM4(3) 

s 32,336,956 $ (14.680.444] 5 17,656,512 
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COMMISSIONERS 

GARY PIERCE - Chairman 
BOB STUMP 
SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 

[N THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRIA 
WATER DISTRICT, HAVASU WATER 
DISTRICT, AND MOHAVE WATER 
DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 

2011 JUN 29 P 3: 40 

DOCKET NO. W-01303A-10-0448 

STAFF'S NOTICE OF 
FILING DIRECT TESTIMONY 

Staff of the Arizona Corporation Commission (''Staff') hereby files the Direct Testimonies of 

Serald Becker and Juan Manrique in the above-referenced matter. 

RESPECTFULLY SUBMITTED this @ day of June, 201 1. 

Kimberly Ruht 
Attorneys, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

Original and thirteen (13) copies 
Df &he foregoing filed this 
29 day of June, 2011, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

1 

Arizona Corporation Commission 
DOCKETED 

JLIN 2 9 2011 
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Co of the foregoing mailed this 29 try day of June, 2011, to: - 
Thomas H. Campbell, Esq. 
Michael T. Hallam, Esq. 
LEWIS AND ROCA, L.L.P. 
40 North Central Avenue 
Phoenix, Arizona 85004 

Michelle L. Wood, Esq. 
RESIDENTIAL UTILITY CONSUMER OFFICE 
1 1 10 West Washington, Suite 220 
Phoenix, Arizona 85007 

Greg Patterson, Director 
WATER UTILITY ASSOCIATION 

9 16 West Adams, Suite 3 
Phoenix, Arizona 85007 

OF AFUZONA 

Joan S .  Burke, Esq. 
LAW OFFICE OF JOAN S. BURKE 
1650 North First Avenue 
Phoenix, Arizona 85003 

(enneth Hewitt 
L 8729 North Palenno Court 
Surprise, Arizona 85387 

3urtis S. Ekmark, Esq. 
ZKMARK& EKMARK, L.L.C. 
5720 North Scottsdale Road, Suite 261 
Scottsdale, Arizona 85253 

vlichele L. Van Quathem, Esq. 
KYLEY CARLOCK & APPLEWHITE, P.A. 
h e  North Central Avenue, Suite 1200 
'hoenix, Arizona 85004-441 7 

2 



BEFORE THE ARIZONA CORPORATION COMMISSION 

GARY PIERCE 

BOB STUMP 

SANDRA D. KENNEDY 

PAUL NEWMAN 

BRENDA BURNS 

Chairman 

Commissioner 

Commissioner 

Commissioner 

Commissioner 

IN THE MATTER OF THE APPLICATION OF 
ARIZONA-AMERICAN WATER COMPANY ) 
FOR DETERMINATION OF THE CURRENT 
FAIR VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES PJ ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRIA, 
HAVASU AND MOHAVE WATER DISTRICTS 

) 

1 

) 
) 
) 
) 

) 

DOCKET NO, WS-01303A-10-0448 

DIRECT 

TESTIMONY 

OF 

GERALDBECKER 

PUBLIC UTILITIES ANALYST V 

UTILITIES DIVISION 

ARIZONA CORPORATION COMMISSION 

JUNE 29,201 1 



ARIZONA-AMERICAN WATER COMPANY - MOHAVE WATER 
Docket No. W-Ol303kl0-0448 
Test Year Ended June 30,2010 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 
2 
3 

4 
5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net ClAC 

Advances in Aid of Construction (AIAC) 

Imputed Reg AIAC 

Imputed Reg ClAC 

Accumulated Deferred Income Tax Credits 

Customer Meter Deposits 

Accumulated Deferred Income Tax Debits 

Cash Working Capital 

Prepayments 

Supplies Inventory 

Projected Capital Expenditures 

Deferred Debits 

Purchase Wastewater Treatment Charges 

Original Cost Rate Base 

References: 
Column (A), Company Schedule 8-2 
Column (B): Schedule GWB-4 
Column (C): Column (A) + Column (8) 

Schedule GWB-3 

( 4  (8) (C) 
COMPANY STAFF 

AS STAFF AS - FILED ADJUSTMENTS ADJUSTED 

$ 32,336,956 $ (83,139) $ 32,253,817 
14,935,938 (3,558) 14,932,380 

$ 17,401,018 $ 17,321,437 
,- 

$ 558,502 $ - $ 558.502 
27,413 27!413 

531,089 531,089 

6,165,511 

3,932 

135,348 

407,855 

68,991 

$ 11,312,680 

(67,405) 

(1 32,265) 

$ (144,442 

6,098,106 

3.932 

135,348 

275,590 

68.991 

$ 11,168,239 



1 
2 
3 
4 
5 
8 
7 
8 
0 
10 
11 
12 
13 
14 
15 
18 
17 
18 
10 
20 
21 
a 
23 
24 
25 
26 
n 
28 
20 
30 
31 
32 
33 
34 
35 
36 
37 
38 
30 
40 
41 
42 
43 
44 
45 
44 
47 
4 
48 
54 
51 
52 
53 
54 
65 
50 
57 
51 
59 
80 
61 
82 
03 
64 
e5 
W 
87 
W 
99 
70 
71 
72 
73 
74 
75 
m 
n 
78 
70 
80 
81 
82 
63 
84 
85 
m 
87 
88 
89 
W 
81 
92 
03 
04 
95 
W 
07 
98 
08 
100 
101 
102 
103 
104 
105 
1 w  
107 

ACCT. 
CLP. cwc.Bmw 

W PIANTNOT PI MJ.10 A WORKlNQ A El 

STAFF COMPANY SUPPORTED PMTVALUE CAPlTA4. 

QWE-768 GW&S OWBd 
4WEl2 AnJ #I  ADJm ADJ 13 e0!u5IM 

s 34,wI 
37.11 

2W.701 
2.351 
Ob09 

31,052 
41,822 
29.817 
47,044 
4 3 . w  
7,020 

452,514 

1.M5.043 

51,431 
50,355 

2,626,307 

1 .m 
9 7 p o  

2,183,367 

%,e47 
11,764.507 
3317.357 

ZS2.041 
76.205 

4308A39 
1,749,550 

277.353 

51.001 
8 2 W  

170.702 
110243 
109,Ea 

134.741 
W.wO 

14,312 
ZAW 

130,600 
7,823 

in.520 
180.535 
1 o * w  
40,WO 
5,111 

31225.523 

0,023 
10,077 
1,181 

M!m 
117,650 
55.147 

101377 
4,700 

18.704 
2,634 
1.442 

403 
2.848 

451282 

S , l W  
41,995 

518,367 
68.703 

680,171 

(113,753) 
4,098 

i%OW 

18,832 

32,uo.m 

s 558.502 

531,080 
27.413 - 

8,165,511 (s7.40n 

3,032 

135.348 
407,855 

e4 901 
S 11.312:W S 3.050 

(17,014 

s 34.004 
37,001 

290.781 
2.351 
9600 

31,052 
481,022 
29.817 
47,843 
43.54 
7,828 

452.514 

a323 
063.044 

1.065.w 

51.431 
50.355 

2,028,307 

1.000 
07320 

2,103,367 

54.847 
1lr7U.5O7 
3,203,604 

257,030 
70,265 

4.235,335 
1,748,550 

227,353 

87,838 
82.583 

178.702 
110,243 
100.m 

134741 
72,088 

14.312 
2,400 

130,- 
7.823 

172,529 
100,533 
10,000 
40.678 

5,111 

31,?25,521 

8,023 
19.877 
1,181 

35.677 
117459 
55,147 

181,277 
4,700 

18,704 
2.534 
1,442 
4 3  

2.648 
451.262 

U , l W  
41 ,em 

516,387 
88.703 

060.171 

117.M2) 32353.817 

d & J  --5--%m 

- I  558,502 
27,413 

531.089 
0.0es.1w 

3,032 

135,348 
(132,265) 275,590 



ARIZONAAMERICAN WATER COMPANY * MOHAVE WATER 
Docket No. W01303A-10.0448 
Test Year Ended June 30,2010 

RATE BASE ADJUSTMENT #I - PLANT NOT SUPPORTED 

LINE ACCT 

m m 
Montan0 Ridae Estate@ 

1 
2 333000 Services 

331200 TD Mains 8in to 8in 

3 
4 335000 Hydrants 
5 Total Parcel 3 Improvements 

331300 TD Mains loin to 18in 

7 ACCUMULATED DEPREC. 

AlAC B ClAC 
8 AlAC 
9 ClAC 
10 Total 

Schedule GWB-5 

[AI P I  
COMPANY 

AS STAFF 

$ 238,717 (113,753) 
2 w m  
4,998 .~ 

16,832 
238,717 (86,227) 

87 1 (871) 

(228,252) 87,405 

(231,497) 87,405 
(5,245) 

IC1 
STAFF 

AS 

ADJVSTED 
124,984 

$ 26,896 
$ 4,998 
$ 18,832.23 

173,490 

$ (158.847.07) 
$ (5,244.58) 
$ (184,091.85) 



ARIZONAAMERICAN WATER COMPANY - MOHAVE WATER 
Docket NO. WOl303A-104448 
Test Year Ended June 30,201 0 

RATE BASE ADJUSTMENT #2 - ADJUSTMENT TO PLANT VALUE 

LINE ACCT 

m rn .D€mi&R 
Ridae Fafaton 

I 341 200 TD Mains 6in to 81n 

2 ACCUMULATED DEPREC. 

IN P I  
COMPANY 

AS STAFF 

ADJUSTMFNTS 

$ 80,000 (17.91 2) 

IC1 
STAFF 

AS 

ADJUSTEQ 

72,088 

Schedule GWBB 
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CORPORATION COMMISSIUN 

KRISTIN K. MAYES 

GARY PI E RC E 

SANDRAKENNEDY 

PAUL NEWMAN 

BOB STUMP 

CHAIRMAN 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATIONl FOR P 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT ANC 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRIA 
NATER DISTRICT, ANTHEM WATER 
DISTRICT, HAVASU WATER DISTRICT, 
VIOHAVE WATER DISTRICT, PARADISE 
JALLEY WATER DISTRICT, SUN CITY 
NEST WATER DISTRICT AND TUBAC 
NATER DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY 

~- 

N THE MAlTER OF THE APPLICATION OF 

4N ARIZONA CORPORATIONl FOR A 
IETERMINATION OF THE CURRENT FAIR 
/ALUE OF ITS UTILITY PLANT AND 
'ROPERN AND FOR INCREASES IN ITS 
WTES AND CHARGES BASED THEREON 
-OR UTILITY SERVICE BY ITS AGUA FRIA 
VASTEWATER DISTRICT, ANTHEM 
WASTEWATER DISTRICT AND MOHAVE 
'VASTEWATER DISTRICT. 

4RIZONA-AMERICAN WATER COMPANY, 

-1 - 

Docket No. W-01303A-08-0227 

Docket NO. SW-01303A-08-0227 

NOTICE OF FILING 

SCHEDULES 
FINAL POST-HEARING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

The Residential Utility Consumer Office ("RUCO") hereby files its Final Post-hearing 

Schedules in the above-referenced matter. A disk with electronic versions of the 

schedules is being provided to the Administrative Law Judge. 

RESPECTFULLY SUBMITTED this 14fh day of April, 2009. 

4N ORIGINAL AND FIFTEEN COPIES 
I f  the foregoing filed this 14'h day 
>f April, 2009 with: 

Docket Control 
4rizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

2OPIES of the foregoing hand delivered/ 
nailed this 14'h day of April, 2009 to: 

reena Wolfe 
4dministrative Law Judge 
iearing Division 
Arizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

lanice Alward, Chief Counsel 
-egal Division 
Vizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

3nest Johnson, Director 
Jtilities Division 
Irizona Corporation Commission 
I200 West Washington 
'hoenix, Arizona 85007 

-2- 

Q2€3-&u 
Daniel W. Pozefskv Daniel W. Pozefskv 
Chief Counsel 

Craig A. Marks, Esq. 
Craig A. Marks, PLC 
10645 N. Tatum Blvd. 
Suite 200-676 
Phoenix, Arizona 85028 

Thomas M. Broderick 
Director, Rates & Regulation 
Arizona-American Water Company 
19820 N. 77'h Street, Suite 200 
Phoenix, AZ 85024 



RUCO’S FINAL POST-HEARING SCHEDULES 

ARlZO NA-AM E RI CAN WATER 

W-01303A-08-0227 
SW-01303A-08-0227 



Arizona-Amemian Water Company 
Docket NOS. sw a ~-01303~-080227 
Test Year Ended December 31,2007 

LINE ACCT. 
NO. NO. 

1 3 0 1 m  
-~ 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

49 
50 

3Mooo 
539600 
303200 
Jo33w 
JOJSW 
mwo 
304100 
304200 
304300 
304400 
304500 
304600 
304700 
304800 
305000 
307000 
310100 
311200 
311300 
311500 
3MlW 
3090M) 
33wM) 
?.3100l 
331100 
331200 
531300 
3 3 M o O  
333ooo 
334100 
334200 
335000 
3391 00 
339500 
340100 
340200 
340300 
340500 
341100 
341300 
341400 
343000 
344000 
345000 
346100 
346300 

TOTAL 

Paradise Valley Water District 
Schedule RLM-3 

Page I of 4 
FINAL POST-HEARINQ SCHEDULES 

TEST YEAR PLANT SCHEDULES 
PRIOR TEST YEAR ENDED DECEMBER 31,2004 

(A) (6) (C) 
PRIOR DECISION NO. 68858 - ADJUSTED 

DEP. GROSS ACCUMULATED 
ACCOUNT NAME RATE PLANT DEPRECIATION 

0.00% s 1 5 . m  s 477,338 

(D) (E) (0 (G) 
R U M  ADJUSTED PRIOR TEST YEAR 

PLANT ACC. DEP. GROSS ACCUMULATED ~~ 

ADJUSTMENT ADJUSTMENT WNT DEPRECIATION 
s - S  - S 15,350 8 477,338 

C ~ ~ ~ Q M Y  As Rad 
DMermCe 

0.00% 
0 00% 
0.m 
0.00% 
0.00% 
0.00% 
14.59% 
3.99% 
2.00% 
1.50% 
4.63% 
4.63% 
4.63% 
4.63% 
0.m 
2.48% 
4.42% 
4.39% 
4.39% 
0.00% 
7.06% 
1.11% 
3.15% 
0.00% 
4.17% 
252% 
234% 
1.53% 
4.72% 
7.21% 
1.51% 
2.10% 
0.00% 
0.Wh 
4.04% 
15.89% 
37.71% 
7.13% 

28.05% 
7.80% 
0.93% 
3.61% 
3.71% 
4.64% 
9.76% 
7.91% 

8,324 

7,953 
69,131 

3,058,848 
23.864 
15,173 

93,285 
149,284 

1,252,563 

3,337,081 
59,421 

5,825,149 

912,619 

706,252 
3,974,977 
5,485,424 

2 178,857 
328,579 
103,799 
746,904 

43,931 
98.019 

134,174 
25.224 
2.882 

19.307 
13.506 
83,291 

147.066 
284;556 

589,424 

(2,867,630) 

(140,643) 

(488.966) 
(2,012,781) 
(1392,736) 

(19.546) 
(114,016) 
(171,171) 

(7.015) 
(20.122) 
(16.087) 

(1.857) 
(24,816) 

146.2431 

589.424 

8.324 

7,953 
69.131 

3,038,848 
23.864 
15,173 

93,285 
149,284 

1,252.563 

3,337,081 
59.421 

5,825,149 

912,619 

706,252 
3,974,977 
5,485,424 

2,178.857 
328,579 
103.799 
746,904 

43,931 
98.019 

134,174 
25,224 

2.882 
19,307 
13.606 
83,291 

(83,784) 
(14,179) 

(140.643) 

(488.m) 
(2,012,781) 
(1,392,736) 

(924,802) 
(90,243) 
(7.074) 

1362,444) 

(19.546) 
(1 14.01 6) 
(171,171) 

(7,015) 

(16,087) 
11.857) 

(24,815) 

(m.122) 

147,066 (46,243) 
284,556 (140,452) 

8 29,266 5 

- $ 29,266,224 ( 9 , a . y )  s 29,266,224 - S  
0 8 5 

References: 
C d m s  (A) (8) (C): Company Schedrle 5 2  
Cc4uws (0) (E): See Teslimony, RLM 
C o b  (F): C d m  (8)  + C o h  (D) 
Column (G): Column (c) + ca~unn (E) 



Arizona-Amercian Water Company 
W e t  Nos. SW & W-O1303A-0&0227 
Test Year Ended DecemberJi. 2007 

Paradise Valley Water District 
Schedule RLM-3 

Page 2 of 4 
FINAL POST-HEARING SCHEDULES 

TEST YEAR PLANT SCHEDULES - CONT'D 
YEARENDED DECEMBER31.2005 
(A) (8) (c) 0) (0 cn 

RUCO 
LINE ACCT PLANT PLANT CALCULATED TOTAL PLANT ACCUMULATED NET PLANT 
-~ NO NO ACCOUNT NAME ADDT'SIADJMTS RETIREMENTS ANNUAL DEP VALUE DEPRECIATION VALUE 

1 301000 Orgwkabon S - $  - 0  - 5 15,350 S 477,338 $ 492.- 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 

302000 
339600 
303200 
303300 
3w500 
303600 
304100 
3 0 4 m  
3043al 
304400 
304500 
3046oO 
304700 
3048oO 
305000 
37000 
310100 
31 1200 
311300 
3115W 
320100 
3wooO 
3 m  
331001 
331100 
331200 
331300 
33m 
333ooo 
334100 
334200 
335000 
339100 
339500 
340100 
J4oMo 
3403oO 
3405oO 
341100 
341300 
341400 
343000 
344000 
345000 
346100 
346300 

TOTAL 

Franchises 
Miscehneous InWgMes 
Land & Land R i m  SS 
Lard 8 Land R i m  P 
Lnnd 6 Lard R i m  TD 
Land h Land RIW AG 
struaalmpss 
strua&impP 
St1uct6lmpWT 
SsuctBlmpTD 
Wd a imp A0 
Wcl & Imp MAces 
Wd 6 Imp Store, Shop, h Oars@ 
Struct&lmpMtsc 
C o k t  6 I- 
Web6Spim3s 
P o m ~  Generabon Equip OIher 
Rmp ENP Ekbic 
M Equip Diesel 
Punp Equip ofher 
WT Equip NoFMedia 
supply Mdns 
Did Resewoh & Standpipe 
TD Malm Not Uasdfied By Size 
TD Mains 4in & Less 
TD Mains an to 8in 
TD Mains lMnb i61n 
,Ire Mains 
swL4ces 
Meters 
Meter mstalatlons 
Hydrants 
omer PI€ IMangb(e 
o m  PIE TD 

Canp 6 Equip 
canputersoftware 

MAce Futdbre 8 Equip 

other Omce Equipment 
Trans Equip Lt My T h  
Trans Equip Autos 
Trans Ewip mer 
To*.shop.Garaae Equip 
Labwatuy Eqipmenl 
Power operated Equipment 
C m  E@p NorcTeWmne 
Comn E@p mer 

(1.1W) 
(2,800) 

(617) 

(4.319) 
(6.912) 

(31,249) 

(149.377) 
(2,609) 

(411,285) 

(28,747) 

(29,619) 
(104.038) 
(128,475) 

(105,444) 
(23,875) 
(1.642) 

(16.802) 

(1,775) 
(15,713) 
(51,419) 
(1.803) 
(1.173) 
(1,4431 

(3409) 

rw.822) 
(35s) 

(2) 

( 127) 

589.424 589.424 

8,324 8.324 

7,953 
69,131 

3,038,848 
23,864 
15,173 

(14.350) 

r3,912) 

19,238 
(515,598) 

(1,164) 

(6.397) 
88,369 

2,523,250 
22.700 
11,261 

=,285 
149,284 

(68.103) 
r21.091) 

25,182 
128,193 

1,632 
147,829 

15 
16 
17 
18 
19 
20 

1,252,563 
1.632 

3,484.910 
59,421 

(557.834) 
(2) 

(1,142,733) 
r z i ~ w  

(3,278,915) 

(169.390) 

694.729 
1;63 

2,342,177 
38.077 

21 
22 
23 

2,546.234 5,825,149 

24 
25 
26 
27 
28 
29 
30 

912,619 
2,886,702 

714.523 

743229 
2,886,702 

195,938 
2,506,167 
3,973,430 

2,886,702 
8.271 

648.W 
9,217 

145.598 (271) 
17,450 (16.51 1) 
6,866 

259.257 

(518.585) 
(2,116,819) 
(1,621,211) 

4,622,986 
5,494,641 

2,324,184 
329,498 
110,665 

1,006,161 

1,294ZW 
231,891 
101.949 

31 
32 
33 626915 
34 
35 
36 

1,747 
13.862 

5,219 
(19.307) 

1,319 

43,931 
99,766 

148,036 
25.224 
8.101 

22,610 
(29,963) 
(74,554) 
16,406 

(13.194) 
1.777 

37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
46 

13,606 
84,610 

11;622 
56,785 

147066 93.998 
116,331 

49 
50 

CMnpanyAsFiled 
DMennce 

References: 
Cohmns (A) (8): Company Schedule 5 2  
COllllIlfl (C): Woiiqxpers "RUCO Revised W ACC DEP. Sheet "2004-2007" 
C o h ( D ) :  SctmdtdeRLM-3, Page 1 , C o h  (F)+Cdurm(A)+Cohnn(E) 
C o h  (E): Schedule RLM3, Page 1, Colllnm (G) +Cokmn (E) + C o h  (C) 
c a i r n  (F): cdum (D) - colum (0 



Arizona-Amercian Water Company 
Docket Nos. SW & W-01303A-080227 
Test Year Ended December 31,2007 

Paradise Valley Water District 
Schedule RLM-3 

Page 3 of 4 
FINAL POST-HE4RING SCHEDULES 

TEST YEAR PLANT SCHEDULES- CONT'D 

(A) 

LINE ACCT. PLANT 
NO. NO. ACCOUNT NAME ADDTSIADJMTS -- 

1 301wO Omanlza'dcm $ 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I1 
12 
13 
14 
15 
16 
17 
18 
19 

21 
22 
23 
24 
25 
26 
n 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

49 
50 

m 

302000 
339600 
303200 
3DJ3w 
3035oO 
3036oO 
304100 
304200 
304300 
304400 
3045oO 
304600 
304700 
304800 
30m 
307000 
310100 
311200 
31 1300 
31 1500 
320100 
309ooo 
33Mx)o 
331001 
331100 
331200 
331300 
332000 
333000 
334100 
334200 
33mm 
339100 
339500 
340100 
340200 
340300 
34oMKI 
341100 
341300 
341400 
343m 
3 4 4 m  
345000 
346100 
346300 
TOTAL 

References: 

Company As Flled 
Dlffelsnce 

YEAR ENDED DECEMBER 31,2006 
(8) (C) 

RUCO 

8,390 

12.636.814 

30.684 
418.265 
605.536 
26,435 

2,791,581 

1,011.BO6 
(501,133) 

110,312 
2,987,361 

728 

150,668 
7,014 
29,223 
19,521 

20.853 
19,512 

846 
(18,710) 
(5,219) 

5,575 
14.703 
16.552 

75,930 
3,600 

I ,  

$ 20,466.647 
$ 

CALCULATED TOTAL PLANT ACCUMULATED NET PUNT PLANT 
RETIREMENTS ANNUAL DEP. VALUE DEPRECIATION VALUE 
0 - E  - $ 15.350 $ 477.338 $ 492688 

(6,984) 
(69,131) 
(35,758) 

(100) 
(9.442) 

(90.249) 
(149,2&1) 

(682.711) 
(85.7191 

(21.682) 

(610.235) 

(15.1 07) 
(217) 

(1.821) 
(93,974) 

(134.174) 
(5.W) 
(2.682) 

(19,307) 
(3,466) 
(5.358) 

8.390 

8.324 

12,637,783 

3.003,ow 
23.764 
5,731 

3,036 

1,283,247 
419,897 

3,407.755 
137 

8,595.048 

1,924,225 
2,386.569 

105,018 
4,733298 
8,482,002 

2,474.852 
321,405 
139,671 

1,025,682 

62,963 
25,303 
14,708 

674 
(0) 

(19.307) 
15,715 
93,955 

589,424 

(~7,020) 
85.726 

(540,587) 
(1.422) 
4.940 

18.001 
121,569 

(5WlW 
(1.797) 

(614,604) 
62,673 

(3,692435) 

(21.376) 
(48,477) 

(129,496) 
(4,259) 

(19.981) 
22.402 

1,334 
(25.628) 

597,814 

8.324 

12,4 85,725 10,763 

2,462,503 
22,342 
10,671 

21,037 
121,569 

694,064 
418,100 

2,793,131 
62.810 

4,902,813 

1,717,629 
2.585.569 

167,919 
2,499.464 
6,797.W5 

1,331,565 
215,670 
129,297 
625,129 

41.587 
(23.174) 

(1 14,788) 
(3.585) 

(19.981) 
3,095 

17,049 
68.327 

16.562 75 16,627 
96,131 (8,858) 87,273 

352,831 (189,167) 163.664 

E 51,721,619 
(10,564&) 

$ 41.157.298 s 89.856 



ParadiseValley Water District 
Schedule RLM-3 

Page 4 of 4 

Arizona-Amwcian Water Company 
Docket Ncs. SW&W01303A-08-0227 
Test Year EndedDecember31,2007 

FINAL POST-HEARINQ SCHEDULES 
TEST YEAR PLANT SCHEDULES - CONT’D 

YEAR ENDED DECEMBER 51,2007 

PLANT 
RETIREMENTS 
$ 

CALCULATED TOTAL PLANT ACCUMULATED 
ANNUAL DEP. VALUE DEPRECIATION 
B - $ 15,350 $ 477.338 

PLANl 
ACCOUNT NAME ADDTWADJMTS 

Organizaflon 0 

NET PLANT 
VALUE 

S 492,688 

599,944 

8,324 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

49 
50 

2.130 10.520 589,424 339600 
303200 
303300 
303500 
303mo 
304100 
304200 
304300 
204400 
3045oO 
304600 
304700 
304800 
305oM) 
307000 
310100 
311200 
311300 
31 1500 
320100 
309000 
330000 
331001 
331100 
331200 
331300 
332ooo 
J33Mo 
334100 

335ooo 
339100 
339500 
340100 
340200 
3403oo 
so500 
341100 
341300 
341400 
343000 
344(3(10 
345OOO 
346100 
34- 
TOTAL 

334200 

8.324 

16,976,165 

3,003,090 
23.764 
5,731 

3,036 
(8,633) 

4.358.382 (2,083,079) 
85,726 

(600,649) 
(1.778) 
4,711 

14,893,086 
85,726 

2,402,441 
21,986 
10,442 

17.8W 
130,219 

20,896 
121,586 

814.965 
538,660 

2,841,569 
62,855 

(8,633) 

152,883 
134,734 
192,479 

- 5 3  

1,231,901 

(31,982) 
114.174) 

(144,041) 
(8) 

1615.880) 

(sO.921) 

1,436,130 
554,631 

3,487.801 
I90 

9.826154 

(621,165) 
(15,971) 

(646.232) 
62,665 

(1 12,413) 

5,518,634 (4,307320) 

268,864 
9,722 

10.011 
313,000 
776,025 

14.058 
264.460 
40.132 
10,309 
28.639 

2.1 15,945 
2,395,291 

114.959 

(190,373) 1,925,572 
235,291 

173.480 
2,691,668 
7,374.831 

14,058 
1,474,694 

231,840 
137.377 
632,119 

5,046;297 
9,132,419 

14,058 
2,724,759 

350,869 
148,305 

1,054,321 

(105) 
6,529 

2 

(4.045) 58,812 
31,832 
14.710 

674 
(0) 

3.541 

38,948 
(20,709) 

(120.333) 
(3.633) 

(19,981) 
27,375 
29.087 
77.890 
17.043 

22.848 
12,190 
13,419 
1.068 

44,971 

1,432 

13.856) 
1652) 

(152) 27,905 
107,374 
17.620 

(4460) 
(37,472) 

98131 ii3’3iai a1813 
171,163 

.., . 
386.889 cii<i%j 

32,l D5 
$ (  366.518) xT-id%) s 59.22% e $ 45,796,499 S 7,888.703 

capany As Flied 
Diffmce 

$ 7,888,703 

References: 
C o h m  (A) (8): Cotrqany Sch&le B 2  
Cchw (C): Wo@c~pen’RUC0 Revised W A C C  DEP“. Sheei’ZW4-200P 
C o h  (D): SCh& RLM-3, Page 3, Coknnl (D) + C&mm (A) + C o h  (6) 
Calnm (E): S c h M e  RLM-3, Page 3. Colum (E) + Cdum (B) + Cohmn (C) 
Colrmn(q: CcUnn(D)-Cdum(E) 



Paradise Valley Water oisbict 
Schedule RLM-4 

Page I of 1 

Arkona-Amercian Water Company 
Docket Nos. SW & W01303A080227 
Test Year Ended December 31.2007 

FINAL POST-HWRINO SCHEDULES 
TEST YEAR PLANT SCHEDULES - CONT’D 

POST TEST Y W R  PLANT 
( 4  (B) (C) (0) (9 (0 

R M S E D  
LINE ACCT. PLANT PLANT ACCUMULATED TOTAL PLANT ACCUMULATED NET PLANT -- NO. NO. ACCOUNT NAME ADDITIONS RETIREMENTS DEPRECIATION VALUE DEPRECIATION VALUE 

0 - S  - E  15,350 S 477.338 S 492,688 
2 
3 
4 
5 
6 
7 
8 
9 
I O  
11 
12 
13 
14 
15 
16 
17 
18 
19 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

m 

30xwy) 
339600 
303200 
303300 
303500 
303600 
304100 
304200 
304300 
304400 
3045oO 
304600 
304700 
3048oO 
305Ow 
307000 
310100 
311200 
311xM 
311500 

3wooo 
33om 
331001 
331100 
331200 
331300 
3 3 m  
333ooo 
334100 
334200 
3350(10 
339100 
339500 
340100 
340200 
J403W 
3405oO 
341100 
341300 
341403 
343000 
344ooo 
345000 
346100 
J463w 
TOTAL 

320100 

2,183,315 

(299.330) 

10.520 589,424 599,944 

8,324 8,324 

(489,625) (17,465,790) 

17,465,790 

100.236 
85.726 

(899,979) 
(1.778) 
4,711 

(389.389) 
85,726 

19,568,901 
21.986 
10,442 

20,468,880 
23,764 
5.731 

3,036 
(8.633) 

17.W 
130,219 

20,896 
121,586 

1,357,304 
558.m 

2,841,569 
62.855 

4518.634 

(457,325) 
(15,971) 

(646232) 
62.665 

542,339 (163.840) 1,814,629 
554,631 

3,487,801 
190 

. (4,307,520) 

(190,373) 

58,521 
(2,364,629) 
(1,757,588) 

(1,250,065) 
(119.029) 
(10,928) 

14z.202) 

9,828,154 

2,115.945 
2,395,291 

114,959 
5,046,297 
9,132,419 

14,058 
2,724.759 

350,869 
148,305 

1,054.321 

1,925372 
2,395,291 
173,480 

2691.668 
7,374.831 

14,058 
1,414,694 

231.840 
137,377 
632.1 19 

58.812 
38.291 

38.948 
6,459 (14;250) 

(120.333) 
(3,633) 

(19,981) 
27,375 
29.087 

14;710 
614 

(0) 
3.541 

27,905 
111,116 
17.620 , 
96,131 

386.889 

3.742 81,632 
17,043 
82.813 

49 3n-panyAsflM 
50 DMerence 

93,988 1,883,984 

RUCO TYAs Cslalaled 
RUCO Acbjsbnents 

Co NAdEatnenbToBook 
Variance To GL 

ACC DEP Adpmm! Per Dlrect Tedimony $ 355.950 Co Varlance To GL 
ACC DEP Per SI.UT~M~I Tespmony 476,752 Co Variance To GL 

Sunebuttal Adjusbnent No 5 ,8 2 Total 
Co As Rkd 

Difference 

S 458.563 $ (463.840) $ 

59,243,804 
59,632,504 

388,700 A4 61 - CkXWCilWlgTO RUUJ 1 31 
Atj X3-CmlwmmgToRUCO 134 

ACT 114 - Ditlerence If? Corrgubng Ace Dep 
Adj #5 - ConfonningTo SU DH 4 3 

Total RUG0 A@siments 

476,662 $ 48233024 * I  

5 59,632,504 S (11,359,480) 

2.1 13,479 1,717,180 

34.409 (107.315) 

1,955,943 W.362) (110,182) 

(93.985) (1.883.9851 110,182 

1.778 
11.703,6W 50.277 

- $  61.588.447 (12,099,985) ( 
396,300 $ 2,055,681 $ 

59,632,504 

(0) 
$ - 5  120.802 

60,114 
- $  120,802 

S (1,775027) F 301.718 

(1,775,027) 

RUCO As Adlusted 59,632,504 (12,0lS,623) 
RUCO A@sbnerb (1,775,027) 301.718 

(12.W9.985) co. As flled 61,588,447 
co. MjUdnlents 

co.Computed 

References: 
Colums (A) (8) Company Schedule B2 
Colsnn (C) Wwkpapers “RUCO Revlsed PVACC DEP, Sheet ‘ 2 W Z O O ~  
C o h  (D). Schedule RLM-3, Page 1. COhnvl (Fli (A) + colmn (6) 
Colum (E) Schedle RLM-3, Page 1. CdVm (G)  + C O h  (8) + Coannn fC) 
ColMnIF) Coham(DI-Cdum(E1 
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FENNEMORE CKAJG 
Pkouzs~~oc* L cox, "R*?,C* 

PH0P"lK 

NormanD. James 
Jay L. Shapiro 
3003 N. Central Ave. 
Suite 2600 
Phoenk, Arizona 85012 
Attorneys for b n a - h n e r i c a n  
watercompany 

BEFORE THE ARIZONA CORPORATION COMMISSION 

ZN THE MATTER OF THE I 
AFFLICATTON OF ARIZONA- 
AMEMCAN WATER COMPANY, AN DOCKET NO. W-01303A-02- 
ARIZONA CORPORATION, FOR A SW-01303A-02- 
DETERMINATION OF THE 
C U m N T  FAIR VALUE OF ITS 
uTErTy PLANT AND PROPERTY 

Al?PLICA"ION 

AND FOR INCREASES IN ITS--- 
RATES AND CHARGES BASED 
THEREON FOR UTILITY SERVICE 

WASTEWATER DISTRICTS. 
BY rTs SUN CITY WATER AM> 

I 

Arizona-American Water Company, an Arizona corporhon (" Arizona-American" 

or "the Company"), haeby applies for m order establishing the fair value of Arizona- 

American's plant and property used for the provision of public utility service by the 

Company's Sun City water and wastewater districts and, based on such fair value, 

approving permanent rates and charges for utility service provided by said districts 

designed to produce a fair return thereon. In support themof, Arizona-American states zw 

follows: 

!. Arizona-Amm'can is a public service corporation engaged in providing water 

and wastewater utiIity services in portions of Msricopa, Mohave and Santa Cruz Counties, 

Arizona, pursuant to various certificates of public convenience and necessity granted by 

the Arizona Carporation Commission (the "Commission") b Arizona-American and its 

predecessors in interest. At the present time, the Company provides utility service to 



a 
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Lhe 

2 
3 
4 
5 
6 
7 
a 
9 
16 
¶I 
12 
13 
14 ¶5 

16 
17 
Y I  
tu 
20 
2? 
22 
23 
24 
25 
26 
n 
?B 
28 
30 
H 
32 
33 
34 
95 
36 
B 
34 
39 
do 
41 
42 
4s 
44 
d 
46 
47 46 

49 
50 
51 
52 
53 
Y 
55 
58 
51 
51) 
59 
e3 
a1 
62 
63 
e4 
66 
86 
67 
66 
e9 
m 
71 72 

73 
7A 
75 

5 471 I 
2 . m  
4.m 

L 7.913 s 

S' 1110.083 s 

. -  

661.796 mm 
314 49 

2.587.3l5 em615 s 3.228508 s 1.17i.t20 

I 1OdPS $ 
26,524 

t.s74,11a 
t 2.3u.15 

368 
527.4a6 

3,278,830 

&bit 
SCtudUl~ e-2 
Pasc 5 
Witnass: Bounaa 

AFUDE AcoumUMed Q?DnClm s 450.8% $ 146,497 AFUDCMjwtllYn( 
1.653.528 Yuu5 3 43ELWO CornmxBcmto 

6.75 
Z.YX 

0 71.207 
40.51 5 

5 111,622 



Liw 
Ne. 
1 
2 
3 
4 
5 
6 
7 
8 .  
9 

I O  
11 
12 
13 
14 
15 
16 
17 
18 
I 4  
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
b( 
45 
46 
47 

49 
50 
51 
52 
53 
54 
55 
56 
57 
56 
54 
60 
61 

26 

4a 

E 5 m a  Am&-- Sun CIhr Water 
Piant Additions and R ~ m a n t s  
S-: Plant In Service S u m  

Awbunt 
Ne. Descfiptim 

intangible 
301.00 OganizeZon 
302.00 Fnnchlses 
303.00 Miillansous: I-bles 

SubtoCal IntangSbk 

Sourca of Sup& 

Stnrcturpf and Impmvscnents 
310.00 Land aad Land N&t6 
3T 1 BO 
312.00 Coib&ling and Impaundhg Res. 
31SDO trh, Rivers, other Intabs 
Jf4.00 Welh ond w n 5  

SUbt&al sourns of supply 

Pumplng 
320.W Land rad land RlgM 
321.00 Stnntunrsand impmumsnta 
323.00 Other Pwrar Frodudion 
325.00 E b l k  Pumphg Equipmsnt 
326.00 Diesd Pumphg Eqrrpment 
328.1 0 Gas Enghe Pumping !iquipmnt 

Subtotal Pumping 

Water Tmattment 
330.00 Land and Land R i i  
331 0 0  SWctuns end rmpnwemenrJ 
332.00 W a t e r T ~ n i  Equipment 

Subtoll Wmty TfeSdlnent 

34000 
841 .OO 
w . 0 0  
349.00 
344.00 
345m 
346.00 
348.00 
349.00 

3au.00 
390.00 
3P1.00 
341.10 
392.00 
393.00 
394.00 
395D0 
39600 
397.00 
396.00 

Exhibl 
Sch.dUi6 8-2 
Page& 
Wlnoss: Boumssa 

Staff 
Plant 1995 lW-5 f998 1996 
At Ne1 Plant Nsl Pianl a plant~ditiim qantAwnienr 

337 972 1.809 1,809 
4,583 4.533 4,583 
5.420 972 8342 6,392 

152.268 0 162,268 27851 180.119 
548.418 37.090. 585.508 . 61.143 646.651 

344 3u 

1.4792268 (68.652l 1.421.81 6 62.322 1.482.838 
2.1 79.954 (21.581) 2.168.395 161.880 2.310.052 

8.458 8.458 8.658 
15,651 586.137 

1,624 (01 1,424 1,424 
4516,641 531.039 5,047,653 233,608 5.279;261 

' 5700399 187 570.486 

a.114 0 6.1 1.4 8.114 
183.909 as* 191,a67 . 7,933 I*.BM) 

5286.245 539;757 5.428.002 ~ 5 . m  6.oa3.193 

a7.118 0 87.119 87.1ia 
275.909 15,383 731.292 387 291,e79 
383,027 15.383 378,4t0 387 . 3-ra.707 

10,493 10.493. 10,493 

1,048,173 0 ' 1,046;173 330.336 1378,509 
9,140.164 47,713 9,187,902 776,969 9,964,67? 

3,738,400 214.915 , 3953.325 120,770 4,0?4,085 
2.053.992 191,374 2.185,358 753,035 2.933.402 
1,345,524 7.108 1.352.722 723.823 1,476,545 

523 623 5 23 
17.337.289 401.205 17.738895 2,204,934 19843.428 

2.125 
1,230,664 
1 A88.491 

441,364 
14.806 
I t8.035 
7.906 
58.33s 
'1a.m 

23.060 
63.658 

64.947 
0 

10,872 
961 

I9,lSP 
24.087 

2,125 
1,253,726 
1.555.347 

506.336 
14,806 

128907 
8,967 

77,497 
169.789 

7 5 3 a  
210,400 

66,274 

70,476 
1 os 

125.938) 
6.528 

2,125 
1,324,052 
1. ,765.546 

572,610 
'14.808 

143,363 
8.975 

51,559 
176.31 7 

(IqS.497) (1 48.497) 
(450.822) (450,8222, 

TDTAL WATER PLANT 28,143.638 1.148.9Ta 29,292814 2.915.716 32208,330 



. 
- ._ . - . . . . - ... . . ._ - -.-. . .  

pn'mna Amedun - Sun cs(v Wator 
Pbnl Additions and Re4hmanls 
Souroe: Plant In Smiw Summary 

Exhibd 
. SdedlleB-2 

Page 6b 
witocsr: BDums6a 

tine 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 
13 
14 
I 5  
16 
17 

.19 
20 
21 
22 
n 
24 
25 
26 
27 
28 a 30 2g 
31 
3.2 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
4g 
60 
51 
52 
53 
54 
55 
56 
57 
56 
50 
60 
61 

18 

Account 
No. D-cripiion 

Intandbk 
301 .DO Organbath 
302.00 Fnnohber 
303.00 Misceltanaous IntangiMes 

SuMolat Intangible 

Sourm OF Supply 
31 0.w Lane end Land Rights 
32 I .OO s1Nahtrss and Irnprovamcnls 
312.00 kllecting and ImpeudkgRes. 
313.00 Lakes. M m ,  Other h b b  
324.00 WeIk and Spnn$s 

SUbtdal SWIVZO of supply 

Pumpiw 
320.00 Land and Land W g k  
321.00 Structureband irnpmvvtmanlr 
328.00 Othmr PowsrProdvc(ion 
325.00 Ebc+ic Pumping k&nwnt 
326130 Diesel plrmpmg Equipment 
328.10 t3eaEng'me Pumping Equlpmnt 

SubtDlalPumping 

Water Tmarnont 
330.00 LMd and Lpnd R i b  
331 D O  Smuiusand ImprWsmantS 
332.00 wnterfnabnd Equipmorn 

S u b i d  Waisr Tmetmurt 

34000 
M I . D O  
342.00 
343.00 
344.N 
245.00 
348.00 
348.00 
349.00 

3IRl.00 
390.00 
301 .OD 
391.10 
392.00 
393.00 
394.00 
305.00 
3B6.w 
997 .oo 
398 .MI 

1997 1997 1948 19% 1999 
na Piant Net *I Net 

PIenlAddtions plamAddihm &&5! Plant A d d i l i i  

1.M3 2.852 2,852 

1.043 7.435 7,435 
4,583 4.583 

iao.179 mi 19 
3.510 850,161 190 850.351 62.688 

344 (30) 314 

1 w 5 m  1.458.420 (166) 1.458.254 494.712 
(21-009) 2.289.044 (6) 2.289.038 557.389 

8 .48  8,458 
p1.353 584.782 (2290) 582.492 

9.556 
I .  e . v i  9,541 15 
(6.8S69 s,zrz,m 255,781 5.528.150 777.852 

t i t  8,226 1 no86 9.312 15,839 
(581) 190,218 eP89 248,308 6.548 
(606) 6.082.588 303,688 6.~88.276 600.239 

273 84.826 
49.412 393.804 7.01 2 

7 0  2 

@irW 3::E 
82.5?3 ; 4 . U T  685 754 9 

1 0,493 .10,493 

(3.960) 1.374.549 (402) 1,374.148 
7upao io,w.si 63,628 10.762.580 960.4 

89,689 1,163,774 (2.103) 4.761.670 288,574 

 ID,^ 1.4a6.673 66,942 1.573.615 '114.462 

68,712 20,713,740 133.920 20,647.060 1.547.049 

39,775 2,978,176 (14,146) z ,ga,wi  w w 8  

523 523 

2.725 2,125 -. -- 
(54,834) 1,274.41a 5,157 . 1279.578 

(1,239,036) 526,510 53,585 560.095 22.337 
89.449 1,321,594 730.369 4.252.1*5 1.262.145 ..- -. 

176,527 749.137 (25,8%) 723,313 727,894 
65 14.167 

14,947 
(704) 14.102 

(27,557) 173.826 26943 196,769 
356 9,232 3m 

2 a m  
8.876 

139 49,945 (1,753) W.8W 
14,5571 171.760 28,642 200.4&! 

tag) 

19.468 
3.- 

99,740 4.285026 158,714 4,$442rlO 947,689 

,.._~., 
65,024 (5811 84821 202 

(143,497) (148,497) 
(450,8223 (450,822) 

998,827 33.207.157 646.001 33853,159 3.859.386 



2 
3 
4 
5 
6 
7 
6 
9 
19 
11 
12 
13 
14 
15 
16 
t7 
(9 
19 
20 
21 
22 
P 
24 
25 
26 
27 
P 
28 
30 31 

P 
33 
34 
25 
36 
37 
38 
P 
4D 
4? 
42 
43 
44 
d5 
u 
47 48 

(is 51 
4 

52 
53 
54 
55 
56 
57 
58 
I 
60 
81 

477 471 
21152 FJ 2,851 

9 4 . m  I 6.193 
9 7.444 474 7.916 

1 7 A W  2. 127.408 171.181 229 9.669 
i23.33l 2.m.768 110.994 3.140.782 

Lu,W (6,246) 80.580 
w.am 3 9 8 . ~ 3  10.489 407.427 
nsn, bk9,76( 8.243 4m Po7 

340.08 
341 00 

343.00 
344 w 
34580 
Y1.W 
341.08 
Y9.M) 

~ 2 . ~ 4  

388.DO 
390.00 
391.09 
381.19 
m.00 
38380 
334.40 
385.00 

m.09 
3p8.00 

ma0 

10.493 

- 1.3?4,$46 . 1.W.U4 
Fl.172 f1.M4157 543,888 12,jsf.Sp', 

s . 7 ~  1n.m 2 a . s ~  9 . W  

2.$25 2125 - 1.278.576 

3),449.165 39,115,542 
3).537.811 3938*,2t4 

(W,745) tE11.745) 
EU7a 48.748 

68.746 
1 

114.716 
1 
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Arizona Corporation Commission COMMISSION E RS 

MARC SPITZER - CHAIRMAN DOCKETED 
\ t  -disi; ;<> 

1, IJ i U ME N T C 0 N T R G L SEP 0 5 2003 JIM IRVIN 
WILLIAM A. MUNDELL 

MIKE GLEASON 
JEFF HATCH-MILLER 

IN THE MATTER OF THE APPLICATION OF 

INC., AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS SUN CITY 
rNEST WATER AND WASTEWATER 
31STRICTS. 

ARIZONA-AMERICAN WATER COMPANY, 

N THE MATTER OF THE APPLICATION OF 

-;ET=% 
IETERMINATION OF THE CURRENT FAIR 
rlALUE OF ITS UTILITY PLANT AND 
'ROPERTY AND FOR INCREASES IN ITS 
3ATES AND CHARGES BASED THEREON 
-OR UTILITY SERVICE BY ITS SUN CITY 
NATER AND WASTEWATER DISTRICTS. 

N THE MATTER OF THE APPLICATION OF 

NC., AN ARIZONA CORPORATION, FOR A 
IETERMINATION OF THE CURRENT FAIR 
JALUE OF ITS UTILITY PLANT AND 
>ROPERTY AND FOR INCREASES IN ITS 
3ATES AND CHARGES BASED THEREON 
-OR UTILITY SERVICE BY ITS MOHAVE 
NATER DISTRICT AND ITS HAVASU WATER 
IISTRICT. 

WIZONA-AMERICAN WATER COMPANY, 

1 

d Docket No. WS-01303A-02-0867 

Docket No. WS-01303A-02-0868 J 

Docket No. WS-O1303A-02-0869 

NOTICE OF FILING 
DIRECT TESTIMONY 
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IN THE MATTER OF THE APPLICATION OF 

INC., AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRlA 
WATER DISTRICT AND ITS ANTHEM / AGUA 
FRlA WASTEWATER DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 

a 

9 

10 

11 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 1 24 

IN THE MATTER OF THE APPLICATION OF 

INC., AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS TUBAC 
WATER DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 

Docket No. WS-01303A-02-0870 / 

J 
Docket No. We01  303A-02-0908 

NOTICE OF FILING 

The Residential Utility Consumer Off ice (I'RUCOI') hereby provides notice of filing 

the Direct Testimony of Timothy J. Coley, Marylee Diaz Cortez, Rodney L. Moore and 

William A. Rigsby in the above-referenced matter. 

RESPECTFULLY SUBMITTED this 5'h day of September, 2003. 

Attorney 4 .  

2 



Arizona-American Water Company 
Docket No. W-01303A-02-0868 
Test Year Ended December 31,2001 

LINE 
NO. - 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 

20 
21 

22 
23 
24 
25 
2f3 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 

45 
46 
47 
48 

- 

ACCT. 
NO. 

301 00 
30200 
303 00 

- 

31000 
311 00 
312 00 
31300 
31400 

320 00 
321 00 
323 00 
325 00 
326 00 
328 10 

330 00 
33ttx+ 
33200 

340 00 
341 00 
342 00 
343 00 
344 00 
34500 
34600 
34800 
349 00 

389 00 
390 00 
391 00 
391 10 
392 00 
393 00 
394 w 
395 00 
396 00 
397 00 
398 00 

Sun City Water District 
Schedule RLM-4 

Page 1 of 12 

TEST YEAR PLANT SCHEDULES 
COMPANY’S PRESENT FILING VERSUS TOTAL PLANT FILED IN PRIOR RATE CASE - DECISION NO. 60172 

(B) (C) (D) 
CO. AS FILED ADJUSTMENT ACTUAL 
PRIOR T. Y. TO 03/31/95 03/31/95 

(4 

ALLOCATION 03/31/1995 PRIOR T. Y. PRIOR T. Y. 
ACCOUNT NAME FACTOR TOTAL PLANT TOTAL PLANT TOTAL PLANT 

INTANQIBLE 
Organization 
Franchises 
Miscellaneous Intangibles 

SUBTOTAL INTANQIBLE 
SOURCE OF SUPPLY 

Land And Land Rights 
Structures And Improvements 
Collecting And Impounding Res 
Lakes, Rivers, Other Intakes 
Wells And Springs 

SUBTOTAL SUPPLY 
WMPINQ 

Land And Land Rights 
Structures And Improvements 
Other Power Production 
Eledric Pumping Equipment 
Diesel Pumping Equipment 
Gas Engine Pumping Equipment 

SUBTOTAL PUMPING 
WATER TREATMENT 

0.oooo $ O $  O $  0 
0 . m o  837 837 
0 oooo 4,583 4,583 

$ 5,420 $ O $  5,420 

0.oooo $ O $  O $  0 
0 . m o  837 837 
0 oooo 4,583 4,583 

$ 5,420 $ O $  5,420 

0 . m  $ 152,268 $ O $  152,268 
0.01 95 548,418 (I 2,263) 536,155 
0.0M)o 0 
0. oooo 0 
0.0526 i ,479,268 (=,on) 1,446,191 

$ 2,179,954 $ (45,339) $ 2.1 34,615 

0.0000 $ 8,458 $ O $  8.458 
0,0203 570,299 (1 2,752) 557,547 
0.0001 1,424 (32) 1,392 

0.0003 8,114 (1 81 ) 7,933 

$ 5,288,245 $ (118,C66) $ 5,170.1 89 

0.1 605 4,516,641 (1 00,992) 4,415,649 

0.0065 183,309 (4,099) 179,210 

Land And Land Rights 00000 $ O $  O $  0 
--- U. 0037 ni,ri8 (I ,948) 85.1 70 

Water Treatment Equipment 
SUBTOTAL TREATMENT 

TRANSMISSION & DISTRIBUTION 
Land And Land Rights 
Structures And Improvements 
Distribution, ReSeNoirs, & ST 
Trans. And Dbt. Mains . 
Fire Mains 
Services 
MeWs 
Hydrants 
Other Trans And Dist. 

SUBTOTAL TRANS & DlST 
GENERAL 

Land And Land Rights 
Structures A M  Improvements 
Office Furniture And Equipment 
Computer Equipment 
Transsportation Equipment 
Stores Equipment 
Twls, Shop And Garage 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

SUBTOTAL GENERAL 

0 0098 275,909 (6.1 ssj 269,740 
$ 363,027 $ (8,117) $ 354,910 

0.oooO 
0. OOOO 
0.0372 
0.3248 
0.0000 
0.1 328 
0.0730 
0.0478 
0 . m o  

o.OOO0 
O.oo00 
O . W o 0  
0 oooo 
0.oooo 
0.mo 
0.0000 
0.0000 
0.0coo 
0.0ooo 
o.ow0 

$ 10,493 

1,048,173 
9,140,184 

3,738,400 

1,345,524 

$ 17,337,289 

2,053,992 

523 

$ 2,125 
1,230,644 
1,486,491 

441,389 
14,806 

11 8.035 
7,906 

58,338 
145.722 
63,564 

$ 3,569,020 

(83,591) 
(45,927) 
(30.086) 

$ (387.417) 

$ 10.493 
0 

1,024,736 

0 
3,654,809 
2,008,065 
1,315,438 

523 
$ 16,949,872 

8,935,809 

$ O $  2,125 
1,230,644 
1,486,491 

0 

14,806 
441,389 

11 8,035 
7,906 
58.338 

145.722 
63,564 

$ O $  3,569,020 

TOTAL WATER PLANT $ 28!742.955 $ (558,930) $ 28,184,025 

Youngtown Plant 
AFUDC ADJUSTMENT 3/95 

Adjustment Due To Rounding 
ADJUSTED WATER PLANT 

References: 

$ (148,497) $ 148,497 $ 
(450,822) 450,822 

0 
0 
0 

$ 28,143,636 $ 40,389 $ 20,184,025 

Column (A) Ratio Of Depreciable Plant Item To The Total Plant Value (Col (E), L48) (Excluding General Plant) 
Column (8) Gwnpany Schedule 52,  Page 6a 
Column (C) Column (A) (Line Item Allocation Fador) X Total Adjustment of $40,389 As Per Prior Application Schedule B-2 
Column (0) Prior Rate Case Dedsion No 60172, Exhibit A - Before Commission Approved Adjustments 



Arizona-American Water Company 
Docket No. W-01303A-02-0868 
Test Year Ended December 31,2001 

Sun City Water District 
Schedule RLM-4 

Page 2 of 12 

TEST YEAR PLANT SCHEDULES CONT'D 
COMPANY'S PRIOR FILING VERSUS TOTAL PLANT ADJUSTMENTS APPROVED IN PRIOR RATE CASE - DECISION NO. 60172 

( 4  (B) (C) (D) (E) (F) 
ACTUAL ADJM'T # 1 ADJM'T # 2 ADJM'T # 3 ACC APPR'D 
03/31/1995 TO 03/31/95 TO 03/31/95 TO 03/31/95 ADJUSTED 

LINE ACCT. ALLOC'N PRIOR T. Y. PRIOR T. Y. PRIOR T. Y. PRIOR T. Y. PRIOR T. Y. 
NO. NO. ACCOUNT NAME FACTOR TOTAL PLANT TOTAL PLANT TOTAL PLANT TOTAL PLANT TOTAL PLANT -- 

INTANQIBLE 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
4 

20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 
48 

301 .00 
302.00 
303.00 

Organization 0.oooo $ O $  O $  O $  O $  0 
Franchises 0. oooo 837 837 
Miscellaneous Intangibles 0.0000 4,583 4,583 

SUBTOTAL INTANGIBLE $ 5,420 $ O $  O $  O $  5,420 
SOURCE OF SUPPLY 

0 . W  $ 152.268 $ O $  O $  0 $ 152,268 
524,836 Strwtures And Improvements 0.0190 536,l 56 (1 1,319) 

Collecting And Impounding Res. 0 . W  0 
Lakes. Riven. Other Intakes 0 oooo n 

Land And Land Rights no.00 
311 00 
31 2.00 
313.00 
31 4.00 Welts And Sphngs 

SUBTOTAL SUPPLY 
PUMPINO 

- 
1,446,191 1,326.91 4 

$ 2,134,615 $ O $  2,004,018 
0.051 3 

320.00 
321.00 
323.00 
325.00 
326.00 
328.10 

Land And Land Rights 0.Mx)o $ 8.458 $ O $  O $  O $  8,458 

Other Power Produdion o.oooo 1,392 (29) 
Hedric Pumping Equipment 0.1567 4,415,649 (93,222) 
Diesel Pumping Equipment O.WO3 7,933 (1 68) 7,765 

545,776 
1,363 

4,322,426 

Structures And Improvements 0.0198 557,547 (11,771) 

(3- Engine Pumping Equipment 
SUBTOTAL PUMPING 

WATER TREATMENT 

0.0064 179,210 (3,784) 175,427 
$ 5,170,189 $ ( 108,974) $ O $  O $  5,061,215 

330.00 

332.00 

Lana And Land Rights 0 . o m  $ O $  O $  O $  O $  0 
nn870 R5.170 (i ,7QR) p ? z 2  

Water Treatment Equipment 0.0096 
SUBTOTAL TREATMENT 

TRANSMISSION & DISTRIBUTION 
Land And Land Rights 0.0004 

Distribution. Reaewoirs, & ST 0.0364 
Trans. And Dst. Mains 0.3171 
Fire Maim 0. Do00 
SeNiCas 0.1 297 
Meters 0.071 2 
Hydrants 0.0467 

Structures And Improvements 0. oooo 

Other Trans. And Dist. 
SUBTOTAL TRANS. & DlST 

GENERAL 

269,740 
$ 354,910 

264,045 
$ 347,417 O $  0 

$ O $  O $  0 $ 10,493 
0 

(188,651) 8,747.1 58 
0 

(42,394) 1,965,671 
(27,771 ) 1.287.667 

(21.634) 1,003,102 

(77.1 60) 3,577,649 

340.00 
341.00 
342.00 
34300 
344.00 
345.00 
346.00 
348.00 
349.00 

$ 10,493 

1,024,736 
8,935,809 

3,654,809 
2,008,065 
1,315,438 

51 2 
16,592,251 $ 1 6 . 9 4 9 , ~ ~ ~  $ O $  O $  

0 0000 

389.00 
390.00 
391.00 
391 . lo  
392.00 
393.00 
394.00 
395.00 
396.00 
397.00 
398.00 

Land And Land Rights 
Structures And Improvements 
ottica Furniture And Equipmei 
Computer Equipment 
Transportation Equipment 
stores Equipment 
Twls, Shop And Garage 
Laboratofy Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

SUBTOTAL GENERAL 

TOTAL WATER PLANT 
Youngtown Plant 
AFUDC ADJUSTMENT 3B5 

$ 2,125 
1,230,644 
1,486,491 

441,389 
14,806 

11 8,035 
7,906 

58,338 
145.722 

$ 0 $ 2,125 
1,227.944 
1,483,230 

0 
440,421 
14,?74 

11 7,776 
7,889 

5821 0 
145.402 

0.0000 
0.0437 
0.0527 
0.0000 
0.0157 
0.0005 
0.0042 
0.0003 
0.0021 
0.0052 
0.0023 63,564 

$ 3,569,020 

11 

63,425 
$ 3,561,194 

$ 27,571,515 
$ 0 

$ 0 

$ 28,184,025 
$ 0 

$ (515,939) 
$ 0 

0 
Adjustment Due To Rounding 

ADJUSTED WATER PLANT 
References: 

0 
$ 28,184.025 $ (515,939) $ (88,746) $ (7,826) $ 27,571,515 

Column (A): Ratio 01 Depreciable Plant Item To The Total Plant Value (Col. (B), L48) (Excluding General Plant) 
Column (B): Prim Rale Case Dedsion No 6M 72, Exhibit A - Before Commission Approved Adjustments 
Column (C): Commission Approved Adjustment Decision No. 60172, Exhibit A Per AR-13, Youngiown Plant And Youngtown Adjustment 
Column (D): Commission Approved Adjustment Decision No. 60172, Exhibit A Per Observation Wells . Plant 
Column (E): Commission Approved Adjustment Decision No. 601 72, Exhibit A Per SA0 C m m m  Plant 
Column (F) Prior Rate Case Deasion No. 601 72, Exhibit A - After Commission Approved Adjustments 



Arizona-American Water Company 
Docket No. W41303A-024868 
Test Year Ended December 31,2001 

Sun City Water District 
Schedule RLM-4 

Page 3 of 12 

TEST YEAR PLANT SCHEDULES CONT'D 
COMPANY'S PRIOR FILING VERSUS ACCUMULATED DEPRECIATION ADJUSTMENTS APPROVED IN PRIOR RATE CASE -DECISION NO. 60172 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 
48 

LINE ACCT. 
NO. NO. ACCOUNT NAME -- 

INTANGIBLE 
301 .oo 
302.00 
303.00 

31 0.00 
311.00 
31 2. 00 
313.00 
314.00 

320.00 
321.00 
323.00 
325.00 
326.00 
328.10 

330.00 
331.00 
332.00 

340.00 
341.00 
342.00 
34300 
344.00 
345.00 
346.00 
348.00 
349.00 

389.00 
390.00 
391.00 
391.10 
392.00 
393. 00 
394.00 
395.00 
396.00 
397.00 
398.00 

Organization 
Franchises 
Miscellaneous Intangibles 

SUBTOTAL INTANGIBLE 
SOURCE OF SUPPLY 

Land And Land Rights 
Structures And Improvements 
Collecting And Impounding Res. 
Lakes, Riven. Other Intakes 
Wells And Springs 

SUBTOTAL SUPPLY 
PUMPINQ 

Land And Land Rights 
Strudures And Improvements 
Other Power Production 
Electric Pumping Equipment 
Diesel Pumping Equipment 
Gas Engine Pumping Equipment 

SUBTOTAL PUMPING 
WATER TREATMENT 

Land And Land Rights 
Structures And lmpovements 
Water Treatment Equipment 

SUBTOTAL TREATMENT 
TRANSMISSION &DISTRIBUTION 

Land And Land Rights 
Structures And Improvements 
Distribution, Reservoirs. & ST 
Tram And Dist. Mains 
Fire Mains 
services 
Meters 
Hydrants 
Other Trans. And Dist. 

SUBTOTAL TRANS. & DIST. 
GENERAL 

Land And Land Rights 
Structures And lmpovements 
Office Furniture And Equipment 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

SUBTOTAL GENERAL 

( 4  

ALLOCN 
FACTOR 

ooooo 
ooooo 
0 oooo 

OMXH) 
0 0229 
0 0000 
00000 
00580 

0 oooo 
00176 
0 oooo 
0 2505 
0 0005 
0 0072 

0 oooo 
0 OW8 
0 0082 

OoooO 
0 o m  
0 0336 
0 2442 
0 0000 
0 1550 
0 0888 
0 0452 
0 o m  

0 0000 
00140 
00138 
0 o m  
0 0235 
00003 
00033 
0 om1 
0 0037 
0 0060 
0 0028 

(6) 
PREV. APPL'N 
CO. AS FILED 

12/31/1994 
ACC. DEP. 

$ 0 

s 0 

$ 0 
228,077 

578,487 
$ 806,564 

$ 0 
175,877 

1 74 
2,498,786 

5.395 
72,CQO 

$ 2,752,232 

$ 0 
8,207 
81,336 

$ 89,513 

$ 0 

335,621 
2,4?6.649 

1,546,386 
885,900 
450,469 

156 
$ 5,655,181 

$ 0 

137,425 
139,665 

234,049 
3,378 
32,503 
1.022 
36.484 
60,150 

(D) 
ACTUAL 

(C 1 

ADJM'T # 1 OY31f1995 
T012/31/94 PRIOR T. Y. 
ACC. DEP. ACC. DEP. 

$ O $  0 

P 0 %  0 

$ O $  0 
599 228.676 

1,520 580.007 
$ 2,120 $ 808,684 

$ O $  0 
462 176,339 

174 
6,567 2,505,353 

14 5,409 
189 72,189 

$ 7,233 $ 2,759,465 

$ O $  0 
22 8,229 
21 4 81,550 

$ 235 $ 89,778 

$ O $  0 

882 336,503 
6,404 2,443,053 

1,550,450 4,064 
2,328 888,228 
1,184 451,653 

156 
$ 14,862 

$ O $  
367 
361 

61 5 
9 
85 
3 
96 
158 

0 
140,032 
137,786 

234,664 
3,387 
32,588 
1,025 
36,580 
60,308 

28,432 75 28,507 
$ 673,108 $ 1,769 $ 674,877 

(E) 
ADJM'T # 2 
TO 03/31/95 
PRIOR T. Y. 
ACC. DEP. 

$ 0 

s 0 

$ 0 

33,764 
s 33.764 

$ 0 

s 0 

$ 0 

$ 0 

$ 0 

s 0 

$ 0 

$ 0 

(F) 
ACC APPRD 
ADJUSTED 
PRIOR T. Y. 
ACC. DEP. 

$ 0 
0 
0 

$ 0 

$ 0 
228,676 

0 
0 

61 3,771 
$ 842.448 

$ 0 
176,339 

174 
2,505,353 

5,409 
72,189 

$ 2,759,465 

$ 0 
8229 
81,550 

$ 89,778 

$ 0 
0 

336,503 
2,443,053 

0 
1,550,450 
888,228 
451,653 

156 
$ 5,670,043 

$ 0 
140,032 
137,786 

0 
234,664 
3,387 
32,588 
1,025 
36.580 
60,308 
28,507 

$ 674,877 

TOTAL WATER PLANT ACC. DEP. $ 9,976,628 $ 26,219 $ 10,002,847 $ 33,764 $ 10,036,611 
Youngtown Plant $ O $  O $  O $  O $  0 
AFUDC ADJUSTMENT 3/95 0 

Adjustment Due To Rounding 1 1 0 
ADJUSTED WATER PLANT ACC. DEP. $ 9,978,628 $ 26,220 $ 10,002,848 $ 33,764 $ 10,036,611 

References 
Column (A) Ratio Of Depreciable Plan1 Item To The Total Adjustment To Ammulated Depreciation Value (Cd (G), L48) 
Column (B) Company Priw Application Exhibii R J M - 4 a  
Column (C) Column (A) (Line Item Allocation Factor) X Total Adjustment of $26,220 
Column (D) Prior Rate Case Decision No 60172, Exhibit A - Befwe Commission Approved Adjustments 
Column (E) Commission Approved Adjusiment Decision No 60172, Exhibit A Per Observation Wells Adjustment 
Column (F) Prior Rate Case Decision No 60172, Exhibit A -After Commission Approved Adjustments 



Arizona-American Water Company 
Docket No. W-01303A-02-0868 
Test Year Ended December 31,2001 

Sun City Water District 
Schedule RLM-4 

Page 4 of 12 

LINE 
NO. 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

- 
ACCT. 
NO 

301 00 
30200 
303 00 

31000 
3 1  00 
31200 
31 3 00 
31400 

320 00 
321 00 
323 00 
325 00 
326 00 
328 10 

330 00 
331 00 
332 00 

340 00 
341 00 
342 00 
34300 
344 00 
345 00 
34600 
34800 
349 00 

399 00 
390 00 
391 00 
391 10 
392 00 
393 00 
394 00 
395 00 
396 00 
397 00 
398 00 

TEST YEAR PLANT SCHEDULES CONT’D 
ACC APPROVED PRIOR TEST YEAR ENDED MARCH 31,1995 

ACCOUNT NAME 
INTANGIBLE 

Organization 
Franchises 
Miscellaneous Intangibles 

SUBTOTAL INTANGIBLE 
SOURCE OF SUPPLY 

Land And Land Rights 
Structures And Improvements 
Collecting And lmpwnding ReSeNOirS 
Lakes, Rivers, Other Intakes 
Wells And Springs 

SUBTOTAL SOURCE OF SUPPLY 
PUMPINQ 

Land And Land Rights 
Structures And Improvements 
Other Power Produdion 
Elednc Pumping Equipment 
Diesel Pumping Equipment 
Gas Engine Pumping Equipment 

SUBTOTAL PUMPINQ 
WATER TREATMENT 

Land And Lard Rights 
Strudures And Imcfovements 
Water Treatment Equipment 

SUBTOTAL WATER TREATMENT 
TRANSMISSION AND DISTRIBUTION 

Land And Land Rights 
Structures And Improvements 

Transmission And Distribution Mains 
Fire Mains 
Setvices 
Meters 
Hydrants 
Other Transmission And Distribution 

SUBTOTALTRANS. AND DIST. 

DYtfibUtiOn, RWNOifS, & ST 

QENERAL 
Land And Land Rights 
Strudures And lmprwements 
Office Furniture And Equipment 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage 
Laboratwy Equipment 
Pwer  Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

SUBTOTAL QENERAL 

Youngtown Plant 
AFUDC ADJUSTMENT 3/95 

Adjustment Due To Rounding 
TOTAL WATER PLANT 

(A) (8) (C) (D) (E) (F) 
APPROVED FULLY TOTAL NET 

DEP. DEP. DEP. PLANT ACCUM. PLANT 
RATE PLANT EXP. VALUE DEP. VALUE 

0 oooh 
0 OSIO 
0 00% 

0 O@/o 

2 5oo/D 
2 5046 
0 
2 52% 

0 Oooh 
1 67% 
4 42% 
4 42% 
5 00% 
5 01% 

0 0046 
1 67% 
4 00% 

~~ 

0 w o  

2 00% 
167% 
1 53% 
000% 
2 48% 
251% 
2 00% 
2 ooo/o 

0 oooh 
1 6 P h  
4 59% 
4 59% 

25 00% 
391% 
4 0% 
371% 
5 2oY0 
10 30% 
4 93% 

2 83% 
2 83% 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

$ 0 

Referencas 
Column (A) Prior Decision No 601 72 And Company Schedule C-2, Page 6 
Column (€3) Company Response To RUCO Data Request No 1 22 
Column (C) Company Response To RUCO Data Request No. I 22 
Column (D) Schedule RLM-4, Page 2 
Column (E) Schedule RLM-4, Page 3 
Column (F) Column (D) - Column (E) 

o $  O $  O $  0 
837 837 

$ 

4,583 4.583 
$ 0 s  5,420 $ O $  5,420 

$ 0 $ 152,268 $ 0 $ 152,268 
m.a=  228,676 296,160 

0 
0 

1,326,914 613,771 713,142 
$ O $  2,004,018 $ 842,448 $ 1,161,570 

$ 0 $ 8,458 $ 0 $ 8,458 
545,776 176,339 369,437 

1,363 174 1,189 

7,765 5,409 2,356 

$ O $  5,061,215 $ 2,759,465 $ 2,301,750 

4,322,426 2,505,353 1,817,073 

175,427 72,189 103,237 

$ O $  O $  O $  0 
83,372 8,229 75,143 

764,ilB R1,.5W ‘-6 

$ O $  347,417 $ 89,778 $ 257,639 

$ 0 $ 10,493 

1,003,102 
8,747,158 

0. Mxx)9 

3,577,€49 
1,965,611 
1,287,667 

0 $ 10,493 
0 =,= 666,599 

2,443,053 6,304,105 
0 

1,550,450 2,M7,199 

451,653 836,014 

$ 

8aa,228 1,077,442 

51 2 156 356 
$ 0 $ 16,592,251 $ 5,670,043 $ 10,922,208 

$ 0 $ 2.125 
1,227,944 
1,483,230 

440,421 
14,774 

11 7,776 
7,889 

58.210 
145.4m 

$ 0 
140,032 
137,786 

234,664 
3,387 

32,588 
1,025 

36.580 
60,308 

$ 2,125 
1,087,912 
1,345,443 

0 
205,756 

11,387 
85,188 
6,864 

21,630 
85.094 

63,425 28,507 34,918 
$ O $  3,561,194 $ 674,877 $ 2,886.31 7 

O $  O $  O $  0 $ 

$ 0 $ 27,571,515 $ 10,036.611 $ 17,534,903 

0 
0 



Arizona-American Water Company 
Docket No. W-01303A-02-0868 
Test Year Ended December 31,2001 

Sun City Water District 
Schedule RLM-4 

Page 5 of 12 

TEST YEAR PLANT SCHEDULES CONT'D 
FROM MARCH 31,1995TO DECEMBER 31,1995 

(C) (0) (E) (F) (G) 
FULL TOTAL NET 

( 4  (8) 

PLANT ACCUM. PLANT PLANT DEP. DEP. PLANT LINE 
NO. - 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

ACCT. 
NO. 

301.00 
302.00 
303.00 

310.00 
311.00 
31 2.00 
313.00 
34.00 

320.00 
321 .OO 
323.00 
325.00 
326.00 
328.1 0 

330.00 
s1.00 
332.00 

340.00 
341 .oo 
342.00 
343.00 
344.00 
34500 
346.00 
348.00 
349.00 

389.00 
390.00 
391.00 
391.10 
392.00 
393.00 
394.00 
395.00 
396.00 
397.00 
398.00 

ACCOUNT NAME ADDITNS RETIRM'TS PL'T EXP. VALUE DEP. VALUE 
INTANQ IBLE 

O $  O $  O $  0 
1,809 1,809 

Organization $ O $  O $  O $  

Miscellaneous intangibles 4,583 4,583 
SUBTOTAL INTANGIBLE $ 972 $ O $  O $  O $  6,392 $ O $  6,392 

Franchises 972 

SOURCE OF SUPPLY 
Land And Land Rights $ O $  O $  O $  0 $ 152,268 $ 0 $ 152,268 
Structures And Improvements 37.090 10,188 561,926 238,865 323,061 
Collecting And Impounding Res. 0 
Lakes. Rivers, Other Intakes 0 
Wells ~ n d  Springs 58,652 25,633 1,268,262 580,753 687,509 

SUBTOTAL SUPPLY V $ 5 a  ,652 $ O $  35,821 $ 1,982,456 $ 819,618 $ 1 ,162.839 
PUMPING 

Land And Land Rights 
Structures And Improvements 
Other Power Prcduction 
Electric Pumping Equipment 
Diesel Pumping Equipment 
Gas Engine Pumping Equipment 

SUBTOTAL PUMPINQ 
WATER TREATMENT 

Land And Land Rights 
Structures And Improvements 
Water Treatment Eauioment 

SUBTOTAL TREATMENT 
TRANSMISSION & DISTRIBUTION 

Land And Land Rights 
Strudures And Improvements 
Distribution, Resetvoirs, & Sl 
Trans And Dkt. Mains 
Fire Mains 
Services 
Meters 
Hydrants 
Other Tram. And Did. 

SUBTOTALTRANS. & DIST. 
GENERAL 

Land And Land Rights 
Structures And Improvements 
Ottice Furniture And Equipmnt 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Twls, Shop And Garage 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 

O $  O $  O $  0 $ 8,458 $ 0 $ 8.458 
6,837 545,963 183,176 362,787 

45 1,363 21 9 1,144 
553,012 ZW 152,819 4,853,438 2,636,172 2,217,266 

291 7.765 5.703 2.065 

$ 
187 

~. - 
12,558 4,000 6.903 183,985 75.092 108,893 

$ 565,757 $ 26.W $ O $  166,895 $ 5,600,972 $ 2,900,360 $2700,612 

O $  O $  O $  O $  O $  O $  0 
1,044 83,372 9,273 74,099 

3,- R ' H C .  -l7"* - 4  ", @. 5"' t3i ,747 
$ 17,466 3- 2,083 $ O $  9,259- 7. 2,800 $ 96,954 $ 265,846 

$ 

$ 0 

54.71 8 

224,915 
199,986 

7.1 98 

$ 486,817 

$ 0 
23,084 

131,706 

81,589 

17,569 
961 

21,702 
24,067 

$ O $  O $  0 

12,564 
7.000 100,728 

10.000 68,729 
68.612 =,= 

f9.369 

$ 85,612 $ O $  240,929 

o $  O $  0 $ 

8 

1 5,525 
63,050 54,412 

16,642 91,787 
433 

6,696 3,917 
233 

2,543 2,743 
12,162 

$ 10,493 $ 0 

1,003,102 349,067 
8,794,876 2,536,781 

3,792,564 1,609,179 

1,294.865 471,022 
2,097,045 859,148 

$ 10,493 
0 

654,035 
6,258,095 

0 
2,183,385 
1,237,896 

a23343 
51 2 164 348 

$ 16,993,456 $ 5,825,360 $ 11,168,096 

$ 2.125 
1,251,028 
1,551,886 

505,368 
14,774 

128,649 
8,850 

77.369 
169,469 

$ 0 
155,557 
129,149 

309,810 

29.809 
1.258 

36,780 
72,470 

3,820 

$ 2,125 
1,095,471 
1,422,737 

0 
195,558 
10,953 
98,840 
7,592 

40,589 
96.999 

Miscellaneous Equipment 1,476 2,372 64,901 30,879 34,021 
SUBTOTAL QENERAL $ 302,154 $ 88,931 $ O $  183,585 $ 3,774,417 $ 769,531 $ 3,w,887 

Youngtown Plant $ O $  O $  0 s  O $  O $  O $  0 

Adjustment Due To Rounding 0 
0 

TOTAL WATER PLANT $ 1,410,256 $ 261,278 $ O $  636,489 $ 28,720,493 $ 10,411,823 $ 18,308,670 

AFUDC ADJUSTMENT 3/95 

References: 
Columns (A) (6): Company's Response To RUCO Data Request No. 1 22 
Column (C). Intentionally Left Blank 
Column (D): 0.75 X [(Col. (A) + Col. (E)) X RLM-4, Page 4, Cd. (A) X 1Qyr. conv.] + [RLM-4, Page 4, Col (D) - Col. (C)] X RLM-4, Page 4, Col. (A) 
Column (E): Schedule RLM-4, Page 4, Column (D) + Column (A) - Column (6) 
Column (F): Schedule RLM-4, Page 4, Cdumn (E) - Column (B) + Column (D) 
Column (G) Column (E) - Column (F) 
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TEST YEAR PLANT SCHEDULES CONT'D 
YEAR ENDED DECEMBER 31,1996 

(A) (6) (C) (D) (E) (F) (GI 
FULL TOTAL NET 

LINE 
NO. 

1 
2 
3 
4 

- 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 

21 
- 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

ACCT. 
NO. 

301.00 
302 00 
303.00 

310.00 
311.00 
31 2.00 
313.00 
314.00 

320.00 
321.00 
323.00 
325.00 
326.00 
328.10 

330. w 
331.00 

340.00 
341 .oo 
342.00 
343.00 
344.00 
345.00 
346.00 
348.00 
349.00 

389.00 
390.00 
391.00 
391.10 
392.00 
393.00 
394.00 
395.00 
396.00 
397.00 
398.00 

PLANT PLANT PLANT DEP. DEP. PLANT 
ACCOUNT NAME ADDIT'NS RETIRM'TS PL7 EXP. VALUE DEP. VALUE 

ACCUM. 

INTANGIBLE 
Organization 
Franchises 

O $  0 
1 -809 

0 O $  O $  
1 .809 

O $  

Miscellaneous Intangibles 4,583 4,583 
SUBTOTAL INTANGIBLE $ O $  O $  O $  O $  6,392 $ O $  6.392 

SOURCE OF SUPPLY 
Land And Land Rights $ 27,851 $ O $  O $  0 $ 180.119 $ 0 $ 180,119 

Collecting And Impounding Res. 344 4 344 4 340 
Lakes, Rivers. Other Intakes 0 

Structures And Improvements 73,143 12,ooO 15,112 623,069 241,977 381,092 

Wells And Springs 64.122 1,800 32,791 1,330,584 611,744 71 8,841 
SUBTOTAL SUPPLY $ 165,460 $ 13.800 $ O $  47,908 $ 2,134,116 $ 853,725 $ 1,280,391 

PUMPING 
O $  0 $ 8.458 $ 0 $ 8,458 

9,248 561,614 192,425 369.1 90 
Land And Land Rights $ O $  O $  

Other Power Produdion 60 1,363 279 1,083 
Structures And Improvements 15.651 

Elednc Pumping Equipment 288,673 57,065 222,163 5,085,046 2,801,270 2,283,776 
Diesel Pumdw Equipment 388 7.765 6.089 I .(I76 , - -  I -  - 
Gas Engine Pimping Equipment 8.320 387 9,436 191,918 84,141 107,777 

SUBTOTAL PUMPINQ $ 312,644 7 ,452 $ O $  241,295 $ 5,856,164 $ 3,084,203 $ 2,771,960 
WATER TREATMENT 

O $  O $  O $  O $  O $  O $  0 
1,392 83,372 10,665 72,707 

SUBTOTAL TREATMENT -$ 17.980 $ 17,593 $ O $  13,287 $ 363,187 $ 92,642 $ 270,545 

$ O $  0 s  O $  0 $ 10,493 $ 0 $ 10,493 Land And Land Rights 

Distribution, Reservoits, & ST 330.336 19,510 1,333,438 368,577 964,861 
Trans. And Dist Mains 780,763 3,794 140,563 9,571,845 2,673,550 6,898,295 

Services 137,419 16.649 95,966 3,913,334 1,688,496 2,224,838 
65,987 2,850,081 769,744 2,080,337 Meters 908,427 155,391 

Hydrants 126,105 2,282 27,181 1,418,688 495,921 922,767 
Other Trans And Dist 10 51 2 1 74 338 

SUBTOTAL TRANS. & DIST. $ 2,283,050 $ 178,116 $ O $  349,218 $ 19,098,390 $ 5,996,462 $ 13,101,928 

O $  0 $ 2,125 $ 0 $ 2,125 
1,326,353 177,078 1,149,275 

Land And Land Rights $ O $  O $  
Structures And Improvements 75,325 
Wice Furniture And Equipment 233,438 23,038 77.118 1,762,286 183,228 1,579,057 
Computer Equipmeni 0 
Transportation Equipment 102,970 36,696 143,799 571,642 41 6,913 154,729 
Stores Equipment 578 14,774 4,398 10,376 
Tools. Shop And Qarage 79,473 6,997 6,950 199,125 27.762 171,363 
Laboratwy Equipmenl 108 330 8,958 1,588 7,370 
Power Operated Equipment 669 26,607 4,732 51,431 14,905 36,526 

Land And Land Rights $ 
Structures And Improvements 

7 0 ° C .  7 L, ..- -_ - -vu ,: 01 .511  I Y l , 8 3 t t  

TRANSMISSION & DISTRIBUTION 

Structures And Improvements 0 

Fire Mains 0 

QENERAL 

21,521 

Communication Equipment 6,528 17.792 175.997 90.262 85 735 , -  
Misoellaneow Equipment 372 3,209 65,273 34,088 31.1 85 

SUBTOTAL OENERAL $ 498,883 $ 95,339 $ O $  276,029 $ 4,177.962 $ 950,221 $ 3,227,741 

Youngtown Plant $ O $  O $  O $  O $  O $  O $  0 
AFUDC ADJUSTMENT 3/95 0 

Adjustment Due To Rounding 1 ( 2 )  0 
TOTAL WATER PLANT $ 3,278,017 $ 362,301 $ O $  927,730 $ 31,636,209 $ 10,977,254 $ 20,658,957 

References 
Columns (A) (E) Company's Response To RUG0 Data Request No 1 22 
Column (C) Intentionally Left Blank 
Column (D) I(Co1 (A) + Col (B)) X RLM-4, Page 4, C d  (A) X lL2 yr mnv ] + [RLM-4, Page 5, Col (D) - Col (C)] X RLM-4, Page 4, Col (A) 
Column (E) Schedule RLM-4, Page 5, Column (D) + Column (A) - Column (B) 
Column (F) Schedule RLM-4, Page 5, Column (E) -Column (e) + Cdumn (D) 
Column (G) Column (E) -Column (F) 
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TEST YEAR PLANT SCHEDULES CONT’D 
YEAR ENDED DECEMBER 31,1997 

(A) (8) (C) (D) (E) (F) (GI 
FULL TOTAL NET 

PLANT PLANT DEP. DEP. PLANT ACCUM. PLANT 
ADDIT’NS RETIRM’TS PL‘T EXP . VALUE DEP. VALUE 

O $  O $  O $  O $  0 s  O $  0 
2,852 2,852 

$ 

4,583 4.583 
$ 1,043 $ O $  O $  O $  7,435 $ O $  7,435 

O $  O $  O $  0 $ 180,119 $ 0 $ 180,119 
15,621 626,579 257,598 368,981 

$ 

9 344 1 3  331 
0 

1,043 

3,510 

LINE 
NO. 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

ACCT. 
NO. 

301.00 
302.00 
303.00 

310.00 
31 1.00 
31 2.00 
313.00 
31 4.00 

320 00 
321.00 
323.00 
325.00 
326.M) 
328.10 

330.00 
331.00 
332.00 

340.00 
341 .OO 
342.00 
34300 
344.00 
345.00 
346.00 
348.00 
349.00 

389.00 
390.00 
391.00 
391.10 
392.00 
393.00 
394.00 
395.00 
396.00 
397.00 
398.00 

13,398 37.91 6 34,177 1,306,066 608,005 698,061 
$ 16,908 $ 37.916 $ O $  49,806 $ 2,113,108 $ 865,616 $ 1,247,492 

$ O $  O $  O $  0 $ 8,458 $ 0 $ 8,458 

8,117 182 9,480 461 9,018 
1,355 166 560,259 191,235 369,024 

26,130 33,028 11,127 5,078,148 2,779,369 2,298,779 
111 22 7,877 6,111 1,766 

581 487 191.336 84,047 107,289 
$ 34,359 $ 34.964 $ O $  11,984 $ 3,061,224 $ 2,794,334 

ACCOUNT NAME 
INTANGIBLE 

Organization 
Franchises 
Miscellaneous Intangibles 

SUBTOTAL INTANGIBLE 
SOURCE OF SUPPLY 

Land And Land Rights 
Structures And Improvements 
Colleding And lmpwnding Res. 
Lakes, Rivers. Other Intakes 
Wells And Springs 

SUBTOTAL SUPPLY 
PUMPINQ 

Land And Land Rights 
structures And Improvements 
Other Power Prcduction 
Electric Pumping Equipment 
Diesel Pumping Equipment 
Gas Engine Pufnping Equipment 

SUBTOTAL PUMPINQ 
WATER TREATMENT 

Land And Land Rights 
Structures And Improvements 
Water Trea- 

SUBTOTAL TREATMENT 
TRANSMISSION & DISTRIBUTION 

Land And Land Rights 
Structures And Improvements 
Distribution, REm3NOirs, & ST 
Trans. And Dist Mains 
Fire Mains 
SeNices 
Meters 
Hydrants 
Other Trans. And Dist. 

SUBTOTAL TRANS & DIST. 
OENERAL 

Land And Land Rights 
strudures And Improvements 
Office Furniture And Equipment 
Computer Equipment 
Transportation Equipment 
Sores Equipment 
Tools, Shop And Garage 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 591 173 64,6432 33,670 31,012 

SUBTOTAL OENERAL $ 1,430,878 $ 1,331,140 $ O $  123,055 $ 4,277,700 $ (257,864) $ 4,535,564 

O $  O $  O $  O $  0 s  O $  0 
2,566 45 80,806 8,144 72,662 

$ 

5 2 . 5 1  3 1.5% W , W R  .W,snn OAR- 
$ 5 2  ,513 $ 2.566 $ O $  1,570 $ 413,134 $ 91.647 $ 321,487 

$ O $  0 

3,960 
734,080 

89,689 
39.i75 
10,128 

$ 873.672 $ 3,960 

$ O $  0 

359 
7,766 

3,492 
2,155 

645 
0 

$ O $  14.41 B 

$ 10.493 $ 0 

1,329,478 364,976 
10,305,925 2,681.31 6 

4,003.M3 1,691,988 
2,889,856 771,899 
1,428,816 496,566 

51 2 174 
$ 19,968,102 $ 6,006,920 

$ 10,493 
0 

964.502 
7,624,608 

0 
2.31 1 , 0 3 5  
2.1 17,956 

932,250 
338 

$ 13,961,182 

$ O $  0 
54,634 

1,239,038 
1,253,430 1,285 

704 
921 28,479 

99 
1,753 
4,557 

176,527 

O $  0 
81 6 

31,976 
28,796 

36 
870 

14 
292 

2,067 

$ 

58,015 

$ 2,125 
1,271,719 

523.248 
1,252.1 45 

748,169 
14,070 

171,567 
8.858 

49,678 
171,440 

$ 0 

(l,M3,834) 
123,259 

27.51 1 
474,928 

3,730 
153 

1 .a 
13,444 
87.772 

$ 2,125 

1,547,082 
1,224,634 

273,241 
10.239 

171,414 
7,356 

36,234 
83.668 

1,148,460 

Youngtown Plant $ O $  O $  O $  O $  O $  O $  0 

Adjustment Due To Rounding 0 
0 

TOTALWATERPLANT $ 2,409,373 $ 1,410,546 $ O $  200,834 4 $ 9,767,542 $ 22,867,495 

AFUDC ADJUSTMENT 3/95 

References: 
Columns (A) (6): Company’s Response To RUCO Data Request No. 1.22 
Column (C): Intentionally Len Blank 
Column (D): [(Col. (A) + Col. (B)) X RLM-4, Page 4, Col. (A) X l a  yr, conv.] + [RLM-4, Page 6, Col. (D) - Col. (C)] X RLM-4, Page 4, Col. (A) 
Column (E): Schedule RLM-4, Page 6, Column (D) + Column (A) ~ Column (B) 
Column (F): Schedule RLM-4. Page 6, Column (E) - Column (B) + Column (D) 
Column (G): Column (E) - Column (F) 
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TEST YEAR PLANT SCHEDULES CONT'D 
YEAR ENDED DECEMBER 31,1998 

(E) (F) (GI 
TOTAL NET 

(A) (B) (C) (D) 
FULL 

LINE ACCT. PLANT PLANT DEP. DEP. PLANT ACCUM. PLANT -- NO. NO. ACCOUNT NAME ADDIT'NS RETIRM'TS PL'T EXP. VALUE DEP. VALUE 
INTANGIBLE 

2 302.00 Franchises 
O $  O $  O $  O $  O $  O $  0 

2,852 2,852 
1 301.00 Organization $ 

3 303.00 Miscellaneous Intangibles 4,583 4,583 
4 SUBTOTAL INTANGIBLE $ O $  O $  O $  O $  7,435 $ O $  7,435 

0 s  O $  O $  0 $ 180,119 $ 0 $ I80,llS 5 31 0.00 Land And Land Rights $ 

7 31 2.00 Colleclirg And Impounding Res. 30 9 31 4 (8) 322 

SOURCE OF SUPPLY 

15,671 626,769 273,084 353,684 6 31 1 .00 Structures And improvements 375 185 

8 313.00 Lakes. Rivers. Other Intakes n - 
9 31 4 00 Wells And Springs 166 32.91 5 1,305,900 640,754 665.1 46 
10 SUBTOTAL SUPPLY $ 375 $ 381 $ 0 $ 2,113,102 $ 913,830 $ 1,199,272 

PUMPING 
O $  0 $ 8,458 $ 0 $ 8,458 

9,375 557,969 198,321 359,648 12 321.00 Strudwes And Improvements 
13 323.00 Other Power Produdion 15 41 9 9,495 881 8,614 
14 325.00 Electric Pumping Equipnenl 303,990 48.203 232,238 5,333,935 2,963,404 2,370,531 
15 326.00 Diesel Pumping Equipment 1,086 421 8.963 6,532 2.431 

11 320.00 Land And Land Rights $ O $  O $  
2,290 

16 328 10 Gas Engine Pumping Equipment 54,889 5,800 11,106 240,426 89,353 151.072 
17 SUBTOTAL PUMPING $ 359,980 $ 58,293 $ O $  253,560 $ 6,159,246 $ 3,259,490 %2,9oo;i56 

WATER TREATMENT 
18 330.00 Land And Land Rights $ O $  O $  O $  O $  O $  O $  0 
19 331 .00 Strudures And lmpwements 273 1,352 81,079 9.496 71.584 

21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

2(? mQQ .§&.§?a c .no 0. n- 2&9$2e 
SUBTOTAL TREATMENT $ 55,793 $ 6,108 $ O $  462,818 $ 101,416 $ 361,4w 

TRANSMISSION & DISTRIBUTION 
340 00 
341 00 
342 00 
34300 
344 00 
345 00 
346 00 
348 00 
349 00 

389 00 
390 00 
391 00 
391 10 
392 00 
393 00 
394 00 
395 00 
396 00 
397 00 
398 00 

Land And Land Rights 
Structures And Improvements 
Distribution, Reservoirs. & ST 
Trans AndDist Mains 
Fire Mains 

Meters 
Hydrants 

SENim 

$ O $  0 

402 
95,176 31,548 

4,110 6,213 
14,146 

86,942 

$ O $  0 

22,206 
158,650 

99,403 
72,713 
29,446 

$ 10,493 $ 0 

1,?29,076 386,780 
10,369,553 2,808,418 

4,000,920 1,765,178 

1,515.758 526,012 
2,875,710 830,466 

$ 10,493 
0 

942.296 
7,561,134 

0 
2,215,742 
2,045,243 

989.746 
Other Trans And Dist 10 51 2 184 328 

6,337,039 $ 13,764,982 SUBTOTAL TRANS & DIST. $ 186,229 $ 52,309 $ O $  382,428 $ 20,102,021 $ 
GENERAL 

Land And Land Rights 
Strudures And Improvements 
Cffica Furniture And Equipment 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage 
Laboratwy Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

SUBTOTAL GENERAL 

$ 0 
5,157 

53,585 
69,449 
22,476 

65 
26,943 

356 
139 

28,642 
41 5 

$ 207.228 

$ O $  0 

48,301 

21 3 
$ 48,514 $ 0 

$ 0 
21,281 
25,247 
59,067 

195,888 
551 

7,439 
335 

2,587 
19,133 
3,204 

$ 334,733 

$ 2,125 
1,276,876 

576,833 
1,321,594 

722.344 
14,135 

198,510 
9,215 

49.81 7 
200,082 
64,884 

$ 4,436,413 

$ 0 

(998.=7) 
144,540 

86,578 
622,515 

4,281 
7,592 
1.838 

16,031 
106,905 

$ 2,125 
1,132,336 
1,575,420 
1,235.01 6 

99,829 
9.853 

190,918 
7,376 

33.786 
93,177 

36,661 28,223 
$ 28,354 $ 4,408.058 

Youngtown Plant $ O $  O $  O $  O $  O $  O $  0 
0 AFUDC ADJUSTMENT 3/95 

Adjustment Due To Rounding 1 3 
1,035,193 $ 33,281,038 $ 10,639,lk -4 

163,605 $ O L  P 
TOTALWATERPLANT $ 809,606 $ 

Relerencas: 
Columns (A) (B): Companvs Response To RUCO Data Request No. 1.22 
Column (C): Intentionally Left Blank 
Column (D): [(Cd. (A) e Col. (B)) X RLM-4, Page 4, Cot (A) X 1Q yr. cow.] + IRLM-4, Page 7, Cot. (D) - Col. (C)] X RLM-4, Page 4, Col. (A) 
Column (E): Schedule RLM-4, Page 7, Column (D) + Column (A) - Column (E) 
Column (F): Schedule RLM-4, Page 7, Column (E) -Column (B) + Column (D) 
Column (G): Column (E) - Column (F) 
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LINE 
NO. 

1 
2 
3 
4 

- 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

ACCT. 
NO. 

301 .00 
302.00 
303.00 

310.00 
31 1 .00 
312 00 
313.00 
314.00 

320.00 
321 .OO 
323.00 
325.00 
326.00 
328.10 

330 00 
331.00 
332.00 

34000 
341 00 
342 00 
343 00 
344 00 
345 00 
346 00 
348 00 
349 00 

389 00 
390 00 
391 00 
391 10 
392 00 
393 00 
394 00 
395 00 
396 00 
397 00 
398 00 

TEST YEAR PLANT SCHEDULES CONT’D 
YEAR ENDED DECEMBER 31,1999 

PLANT PLANT DEP. DEP. PLANT ACCUM. PLANT 
ACCOUNT NAME ADDIT’NS RETIRMTS PL‘T EXP. VALUE DEP. VALUE 

INTANGIBLE 

Franchises 
O $  O $  O $  O $  O $  O $  0 Organization $ 

Miscellaneous Intangibles 4,583 4,583 
SUBTOTAL INTANGIBLE $ O $  O $  O $  0 5  7.435 $ O $  7,435 

Land And Land Rights $ O $  O $  O $  0 $ 180,119 $ 0 $ 180.119 
Structures And Improvements 62,688 16,453 689,456 289,537 399,919 
Collecting And Impounding Res. 8 314 (8) 322 
Lakes, Rivers, Other Intakes 0 
Wells And Springs 494,712 39,142 1,800,612 679,896 1 ,120,716 

SUBTOTAL SUPPLY $ 557,399 * $ O $  55,603 $ 2 ,670,501 $ 969,425 $ 1 ,701,076 

2,852 2,852 

SOURCE OF SUPPLY 

PUMPING 
O $  O $  0 $ 8,458 $ 0 $ 8,458 Land And Land Rights $ O $  

Other Power Produdion 420 9,495 1,300 8,194 
9,318 557,969 207,639 350.330 

Elednc Pumping Equipment 777,852 252,950 6,1 11,787 3,216,354 2,895.433 
Diesel Pumping Equipment 15.639 844 24,802 7.376 17.426 

Structures And Improvements 

Gas Engine Pumping Equipment 12,209 246,974 101,563 145,411 
SUBTOTAL PUMPING 0 $ 275 ,742 $ 6,959,485 $ 3 334,232 $ 3 ,425,253 

WATER TREATMENT 
Lami And Land Rights $ O $  O $  O $  O $  O $  O $  0 

Water Treatment Equipment 5,653 15.383 387,393 107,303 280,090 
Structures And Improvements 1,359 1,365 82,438 10,861 71,577 

S U B T O T A L T R E A T M F M  t~i~-n-$-+++w $ 3 i--y&-354~g7 
TRANSMISSION &DISTRIBUTION 

Land And Land Rights 
Structures And Improvements 
Dlstnbution, Reservoirs, & ST 
T r m  AndDffit Mans 
Fire Ma~ns 
SeNlces 
Meters 
Hydrants 
Other Trans And D id  t o  512 1 95 317 

SUBTOTAL TRANS & DlST $ 1347.049 -$---%- -$--b $ 39 6,952 $ 21,649,0/0 $ 6,733,991 $ 14 3 1  5,079 
GENEWV 

$ 0 

960,445 

288,574 
183,568 
11 4,462 

0 $ 10,493 

22,196 1,329,076 
166,002 11,329,998 

102,801 4,289,494 
74,484 3,059,278 
31.460 1.630.220 

0 $ 10,493 
0 

408,975 920,101 
2,974,420 

0 
1,887,979 2,401.51 5 

904,950 2,154,327 
557.471 1.072.748 

$ 

8,355,578 

~~ ~ 

Land And Land Rights $ 
Structures And Improvements 
Office Furniture And Equipment 
Computer Equipment 
Transportation Equipment 
stores Equipment 
Tools, Shop And Garage 
Laboratoly Equipment 
Power Operated Equipment 

Mifficellanaous Equipment 3,938 3,296 68,822 39,957 28,865 
SUBTOTALGENERAL $ 961,363 7 13,67 e $ 363 ,143 $ 5 ,384,102 $ 377,823 $ 5 ,006,278 

Communication Equipment ~ I~~ 

0 

22,337 
730,369 
141,567 

14,947 
328 

28.409 
19.468 

0 
21,324 
26,989 
77,423 

199,990 
553 

8,281 
348 

3,329 
21.61 1 

$ 2,125 
1,276,876 

599,170 
2,051,963 

850,237 
14,135 

21 3,457 
9,543 

78,226 
21 9.550 

$ 0 
165,864 

(971,598) 
164,001 
808,831 

4,834 
15,873 
2,186 

19,360 
128.516 

$ 2,125 
1,111,012 
1,570,768 
1,887,962 

41,406 
9,300 

197,585 
7,356 

58,866 
91 -034 

Youngtown Plant $ O $  O $  0 5  O $  O $  O $  0 
AFUDC ADJUSTMENT 3/95 0 

Adjustment Due To Rounding 2 0 
TOTALWATERPIANT $ 3 ,873,06 2 $ 13 ,6 7 4 $ O- 1, 8,188 $ 37,140,426 $ 1 1,733,635 $ 2 5,406,189 

References: 
Column8 (A) (€3): Company’s Response To RUCO Data Request No. 1.22 
Column (C): lntentiomlly Left Blank 
Column (D): [(Col. (A) + Col. (E)) X RLM-4, Page 4, Cot. (A) X 1/2 yr. conv.] + [RLM-4, Page 8, Col. (D) ~ Col. (C)] X RLM-4, Page 4, Col. (A) 
Column (E): Schedule RLM-4, Page 8, Column (D) + Column (A) - Column (B) 
Column (F): Schedule RLhh4, Page 8, Column (E) - Column (5) +Column (0) 
Column (G): Column (E) -Column (F) 
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TEST YEAR PLANT SCHEDULES CONT'D 
YEAR ENDED DECEMBER 31,2000 

(A) (B) (C) (D) (E) (F) ((3) 
FULL TOTAL NET 

LINE ACCT. PLANT PLANT DEP. DEP. PLANT ACCUM. PLANT 
-- NO. NO. ACCOUNT NAME ADDIT'NS RETIRMTS PLT EXP . VALUE DEP. VALUE 

INTANGIBLE 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 

sn 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

301.00 
ax. 00 
303.00 

31 0.00 
311.00 
312.00 
31 3.00 
31 4.00 

320.00 
321.00 
323.00 
325.00 
326.00 
328.10 

330.00 
331.00 

340.00 
341 w 
342.00 
343.00 
344.00 
345.00 
346.00 
348.00 
343.00 

389.00 
390.00 
391.00 
391.10 
392.00 
393.M) 
394.00 
395.00 
396.00 
397.00 
398.00 

Organization 
Franchises 
Miscellaneous Intangibles 

SUBTOTAL INTANGIBLE 
SOURCE OF SUPPLY 

Land And Land Rights 
Structures And Improvements 
Collecting And Impounding Res. 
Lakes, Rivers, OLher Intakes 
Wells And Springs 

SUBTOTAL SUPPLY 
PUMPING 

Land And Land Rights 
Strudures And Improvements 
Other Power Production 
Electric Pumping Equipment 
Diesel Pumping Equipment 
Gas Engine Pumping Equipment 

SUBTOTAL PUMPING 
WATER TREATMENT 

Land And Land Rights 
Structures And lmprwernents 

SUBTOTAL TREATMENT 
TRANSMISSION & DlSTRlBUSlON 

-- 
Land And Land Rights 
Structures And lmpovements 
Dsfribution, Reservoirs, & ST 
Trans. And Dist. Mains 
Fire Mains 
Services 
Meters 
Hydrants 
Other Trans. And DM. 

SUBTOTAL TRANS. & DlST 
GENERAL 

Land And Land Rights 
Structures And Improvements 
Office Furniture And Equipment 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Twls, Shop And Garage 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

SUBTOTAL GENERAL 

Youngtown Plant 
WUDC ADJUSTMENT 3B5 

Adiustmant Due To Rounding 
TOTAL WATER PLANT 

O $  o $  o $  O $  O $  O $  0 $ 

$ 9 $  O $  O $  O $  7,444 $ O $  7,444 

O $  O $  O $  0 $ 180,119 $ 0 $ 180,119 
51.1 09 17,875 638,347 256,303 382,044 

$ 

8 31 4 314 
0 

2,852 2,852 
9 4,592 4,592 

47,587 1,375,052 726,949 1,248,103 
$ 174,974 $ 51,643 $ O $  65,470 $ 2,793.832 $ 983,252 $ 1,810,580 

174,974 534 

$ O $  o $  O $  0 $ 8,458 $ 0 $ 8,458 

420 9,495 1,720 7,775 
116 9,319 , 558,085 21 6,958 341,127 

259,457 31 9,156 282,928 6,052,088 3.1 80,l 27 2,871,962 
1,240 24,802 8.616 16,186 

264 9,347 12,614 237.891 104,830 133,061 
-$ 259,837 $ 528,503 $ O $  306,521 $ 6,890,818 $ 3,512,250 $ 3,378,569 

O $  O $  O $  O $  O $  O $  0 
5,604 1,424 76,834 6,680 70,154 

m,zm 
$ 17.263 $ 20.940 $ O $  17,571 $ 466,154 $ I 14,795 $ 35 1,359 

$ 

- .  d 7 , " " J  -336 0;tw .%%xu lW3,TTS 

$ O $  0 
9,794 

245,132 153,960 

135,622 38,014 
1 14,760 33,259 
38,006 2,799 

O $  0 
96 

22,196 
176,402 

108,533 
82,285 
33.01 2 

$ $ 10.493 $ 0 
9,794 98. 

1,329,076 431,171 
I 1,421,170 2,996,862 

4,387,102 1,958,498 
2,850,779 663,976 
1,665,427 587,685 

$ 10,493 
9,696 

897,305 
8,424,308 

0 
2,428,604 
2.1 86,802 
1,077,742 

10 51 2 205 307 
$ 543,314 $ 518,032 $ O $  422,536 $ 21,674,352 $ 6,638,495 $ 15,035,857 

$ O $  0 

230 
78,125 866.256 
52,927 21 0,079 

5,115 1,899 

1,584 

$ O $  0 
21,324 
27,507 

11 5,859 
245,433 

553 
8,722 
354 

4,068 
22,695 

$ 2,125 
1,276,876 

1,263,832 

14,135 
216,673 

9,543 
78,226 

221,134 

598,940 

693,085 

$ 0 
187,188 
(944,321) 
(586,396) 
844,185 

5,387 
22,695 
2,540 

23,428 
151,211 

$ 2,125 
1,089,688 
1 ,,543,261 
1,850,228 
(1 51 ,I 00) 

8.748 
193,978 

7,002 
54,798 
69.922 

1,993 257 3.448 70,558 43,148 27,409 
$ 139,744 $ 1,078,721 $ 0 $ 4,445,125 $ (250,935) $ 4,696,060 

2 0 
$ 1,135,141 $ 1,997,841 $ 0 $ 1,262,061 $ 33,277,725 $ 10,997,857 $ 25,279,868 

References 
Columns (A) (B) Company's Response To RUG0 Data Request No I 22 
Column (C) Intentionally Left Blank 
Column (D) [(Cd (A) + Col (E)) X RLM-4, Page 4, Col (A) X 1/2 yr cunv J + [RLM-4, Page 9, Col (D) - Col (C)] X RLM-4, Page 4, Col (A) 
Column (E) Schedule RLM-4, Page 9, Column (D) + Column (A) - Column (B) 
Column (F) Schedule RLM-4, Page 9, Column (E) - Column (E) + Column (D) 
Column (Q) Column (E) - Column (F) 



Arizona-American Water Company 
Docket No. W-01303A-02-0868 
Test Year Ended December 31,2001 

Sun City Water Distrid 
Schedule RLM-4 

Page 11 of 12 

TEST YEAR PLANT SCHEDULES CONT'D 
TEST YEAR ENDED DECEMBER 31,2001 

LINE ACGT. PLANT PLANT DEP. DEP. PLANT ACCUM. PLANT 
-- NO. NO. ACCOUNT NAME ADDIT'NS RETIRMTS W T  EXP. VALUE DEP. VALUE 

INTANGIBLE 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 

~~ 

301.00 
302.00 
303.00 

310.00 
311.00 
312.00 
313.00 
31 4.00 

320.00 
321 .OO 
323.00 
325.00 
326.00 
328.10 

330.00 
331 .oo 
332.00 

340.00 
341 .oo 
342.00 
343.00 
344.00 
345.00 
346.00 
348.00 
349.00 

389.00 
390.00 
391.00 
391.10 
392.00 
393.00 
394.00 
395.00 
396.00 
397.00 
398.00 

O $  471 $ O $  471 
2.851 2,851 Franchises 

Miscellaneous Intangibles 1 4,591 4,591 

Organization $ 471 $ O $  O $  
1 

SUBTOTAL INTANGIBLE $ 471 $ 2 $  0 7 s  7,913 $ 0- 7.9 
SOURCE OF SUPPLY 

O $  0 $ 180,083 $ 0 $ 180,083 
15,960 638,214 272,130 366,083 

Land And Land Rights $ O $  36 $ 
structures And Improvements 
Collecting And Impounding Res. 8 314 8 306 
Lakes, Rivers, Other Intakes 0 

133 

Wells And Springs 82.41 8 50,810 2,057,470 777,758 1,279,711 
SUBTOTAL SUPPLY $ 82 ,418 $ 170 $ 66.778 $ 2 ,876,080 $ 1 ,049,897 $ 1,826,183 

PUMPING 
O $  0 $ 8,456 $ 0 $ 8.456 

9,321 557,968 ZB.162 331,806 
Land And Land Rights $ O $  2 $  

Other Power Production 2 4273 9,493 2,138 7,355 

Diesel Pumping Equipment 1,240 24.802 9,856 14.946 

117 Structures And Improvements 

Eledric Pumping Equipment 401,156 41,591 277,287 6.41 1,653 541 5,823 2,995,831 

Gas Engine Pu-mping Equipment 4,008 12,019 241,899 1 16,848 125,050 
SUBTOTAL PUMPING $ 405 ,165 $ 41,712 7 $ 300 ,287 $ 1 ,254,271 $ 3,7/0,827 $ 3,483.444 

WATER TREATMENT 
O $  O $  O $  O $  0 

1,283 76.834 7,964 68,871 
LandAnd Land Rights $ O $  O $  
structures And Improvements 
Waler Treatment Equipment 6,243 15,698 395,563 123.81 2 271,750 

SUBTOTAL TREATMENT $ 6,243 $ O $  O $  16,981 $ 4/2,3 97 $ 131.7/6 $ 340, 621 
TRANSMISSION &DISTRIBUTION 

Land And Land RigMs 
Structures And Improvements 
Distribution, Reservoirs, & ST 
Trans. And Dkt. Mains 
Fire Mains 
Services 
Meters 
Hydrants 
Other Trans. And Dist. 

SUBTOTAL TRANS. & DlST 
GENERAL 

$ O $  0 
18,810 

569,075 25,377 

252,677 16,732 
310,236 17,291 
78,732 4,108 

! r o  $ =,509 

O $  0 $ 10,493 
384 28,604 

22,196 1,329,076 
179,291 11,964,868 

$ 

112,141 4,623,047 
75,665 3.1 43.724 
34.1 37 1.740.051 

~~ ~ 

Land And Land Rights $ 
Structurss And Improvements 
Mice Furniture AMI Equipment 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Twls. Shop And Garage 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 

O $  0 
9.388 
2,404 

69,625 85,097 
201,874 89,428 

614 
6,303 

10 
$ 423,824 

O $  0 
21,402 
27,547 
61,561 

209,683 
565 

8,837 
354 

4,068 
22.777 

$ $ 2,125 
1,286,264 

601,344 
1,248,360 

805,531 
13,521 

222,976 
9,543 

78,226 
221.1 34 

$ 0 
482 

453,366 
3.1 50,777 

2,053,907 
722,350 
617.714 

$ 10.493 
28,122 

875,709 
8,814,091 

0 
2,569,141 
2,421,373 
1,122,337 

297 
$ 15,841,563 

$ 0 
208.590 
(91 6,774) 
(609,332) 
964,439 

5,337 
31,532 
2,894 

27,495 
173.988 

$ 2,125 
1,077,674 
1,518,118 
1,858,292 
(1 58,909) 

8,183 
191,444 
6,648 

50,731 
47.146 

Miscellaneous Equipment 5,794 1,056 3,647 75,296 45,739 29,556 
SUBTOTALGENERAL $ 295,388 $ 176,195 $ 0 $ 3  60,439 $ 4,564,318 $ ( 66,690) $ 4,631,008 

Youngtown Plant $ O $  O $  O $  O $  O $  O $  (0) 

Adjustment Due To Rounding 3 (1) 
0 

TOTAL WATER PUNT $ 2,019218 $ 281,588 $ 0 $ 1  ,168.309 $ 3 8,015,353 $ 11,8&4,620 $ 26,130,132 

AFUDC ADJUSTMENT 3/95 - 
References: 
Columns (A) (6)' Company's Response To RUCO Data Request No. 1.22 And Staff Data Request 26.4 
Column (C): lntentiomlly Left Blank 
Column (D): [(Col. (A) + Col. (B)) X RLM-4, Page 4, Col. (A) X 1/2 yr. conv.] + [RLM4, Page 10, Col. (0) - Col. (C)] X RLM-4. Page 4, Col. (A) 
Column (E): Schedule RLM-4, PagelO, Column (D) + Column (A) - Column (5) 
Column (F): Schedule RLM-4, Page 10, Column (E) -Column (6) +Column (D) 
Column (G): Column (E) -Column (F) 
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LINE ACCT. 

TEST YEAR PLANT SCHEDULES CONT'D 
2001 TEST YEAR ADJUSTMENT TO GENERAL PLANT ALLOCATION - CITIZENS VERSUS ARIZONA-AMERICAN 

(A) (B) (C) (D) (E) (F) (0) 
POST-ACQUISITION PRE-AQUlSlTlON ADJUSTMENTS 

TOTAL PLANT ACCUM. TOTAL PLANT ACCUM. TOTAL PLANT ACCUM. NET PLANT 
-- NO. NO. ACCOUNT NAME VALUE DEP. VALUE DEP. VALUE DEP. VALUE 

lNTANGl8LE 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 

18 
19 

21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 
34 
3-5 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

-~ 30 

301 00 
302 00 
303 00 

no00 
311 00 
a 2 0 0  
31 3 00 
31 4 00 

320 00 
321 00 
323 00 
325 00 
326 00 
328 10 

330 00 
331 00 
332Qr.L 

340 00 
341 00 
342 00 
34300 
344 00 
345 00 
346 00 
348 00 
349 00 

389 00 
390 00 
391 00 
391 10 
392 00 
393 00 
394 00 
395 00 
396 00 
397 00 
398 00 

O $  O $  471 $ O $  471 
2,851 2,851 Franchisas 2,851 

Miscellaneous Intangibles 4,591 4,591 4,591 
SUBTOTAL INTANGIBLE $ 7,913 $ O $  O $  O $  7,913 $ O $  7,913 

Organization $ 471 $ O $  

SOURCE OF SUPPLY 
0 $ 180,083 $ 0 $ 180,083 Land And Land Rights $ 180,083 $ O $  O $  

Collecting & Impound Res. 314 8 31 4 8 306 
Lakes, Rivers, Other Intakes 0 
Wells And Springs 2,057,470 777,758 2,057,470 777,758 1,279.71 i 

0 s  8,456 $ 0 $ 8,456 
557,968 226,162 331,806 

Land And Land Rights s 8.456 $ 

Other Power Produdion 9,493 2,138 9,493 2,138 7,355 

Diesel Pumping Equipment 24,802 9,856 24,802 9,856 14.946 

638,214 272.1 30 366,083 Strudures & Improvements 638,214 272,l 30 

SUBTOTAL SUPPLY $ 2,876,080 $ 1,049,897 $ O $  O $  2,676,080 $ 1,049,897 $ 1,826,183 
PUMPING 

O $  . 
Structures & Improvements 557,968 226,162 

Electric Pumping Equipment 6,411,653 3,415,823 6,411,653 3,415,823 2,995,831 

Gas Engine Pumping Equip 241,899 11 6,848 241,899 I1  6,848 125.050 
SUBTOTAL PUMPING $ 7,254,271 $ 3,770,827 $ O $  O $  7,251,270 $ 3,770,827 $ 3,483,444 

WATER TREATMENT 
Land And Land Rights $ O $  O $  O $  O $  O $  O $  0 
Strudures & Improvements 76,834 7,964 76,834 7.964 68.871 

t??,817 . ~ 395p1 l9W 97u- 

SUBTOTALTREATMEM $ 472,397 $ 131,776 $ O $  O $  472,397 $ 131,776 $ 340,621 
TRANS. & DIST. 

Land And Land Rights 
Strudures & Improvements 
Dk., Res., & ST 
Trans. And Dist. Mains 
Fire Mains 
Sewices 
Meters 
Hydrants 

$ 10,493 $ 0 
26,604 482 

1,329,076 453,366 
11,964,868 3,133,777 

4,623,047 2,053,907 

1,740,051 817,714 
3,143,724 722,350 

0 $ 10,493 
28,604 

1,329,076 
11,964,868 

4,623,047 
3,143,724 
1.740,051 

$ O $  $ 0 $ 10,493 
482 28,122 

453,366 675,709 
3,150,777 8,814,091 

0 
2,053,907 2,569,141 

722,350 2,421,373 
617.714 1.122.337 . .  

51 2 21 5 51 2 21 5 297 
SUB TRANS. & DIST. $ 22,840,374 $ 6,998,812 $ O $  O $  22,840,374 $ 6,998,811 $ 15,841,563 

Other Trans And Dist 

GENERAL 
Lard And Land Rights 
Strudures & Improvements 
Office Furniture & Equip 
Computer Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage 
Laboratory Equipment 

Power Operated Equipment -. - 
Communication Equipment 221.134 173,988 (83,491 ) (94.71 3 j  137,643 79,275 58,368 

$ 2,125 
1,286,264 

601,344 
1,248,360 

805,531 
13,521 

222,976 
9,543 

78,226 

$ 0 
208,590 
(916,774) 
(609,932) 
964,439 

5,337 
31,532 
2,894 

27,495 

$ (962) 
(487.990) 
(363,556) 
(907,916) 
(377,122) 

(6.674) 
(125,003) 

21,492 
(49.547) 

$ 0 
(I 34,472) 

1,002,699 
5 0 6 , s  

(71 6,995) 
(3,482) 

(27,185) 
2,577 

(17.291 ) 

$ 1,163 
798,274 
237,788 
340.444 
428,409 

6,847 
97,973 
31,035 
28.679 

$ O $  
74,118 
85,925 
(I 03,610) 
247,444 

1,855 
4,347 
5,471 

10.204 

1 ,I 63 
724,156 
151,863 
444,054 
180,965 

4,992 
93,626 
25,564 
18.475 

Misoellaneow Equipment 75,296 45,739 (9,249) (15,122) 66,047 30.61 7 35,430 

Youngtown Plant $ O $  O $  0 5  0 s  0 5  0 %  0 
SUBTOTAL GENERAL $ 4,564,38 $ (66,690) $ (2,390.01 6) $ 502,336 $ 2.1 74,303 $ 1,738,656 

AFUDC AWUSTMENT 3B5 .O 
Adjustml Due To Rounding 2 0 

TOTAL WATER PLANT $ 38,015,353 $ 11,884,623 $ (2,390,016) $ 502,336 $ 35,625,337 $ 12,386,955 $23,238,381 
Company As Filed 8-2 36,367,124 13,169,068 
Adjustment To Test Year Total Plant And Acummulated Depreciation (See RLM-3, Cot (6). Lines 1 & 2) 

References: 
Column (A): Schedule RLM-4, Page 11, Cdumn (E) 
Column (6): Schedule RLM-4, Page 11, Column (F) 
Columns (C) (D): Adjustment To Replace Citizens' Utiltities General Plant With Arizona Water Common Plant Allocation As Per Company Schedule 8-2, Pg 2 
Column (E): Column (A) -Column (C) As Per Company Schedute 8-2, Page 3 
Column (F): Column (8) ~ Column (D) As Per Company Schedule 8-2, Page 3 
Column (G): Column (E) -Column (F) 

$ (741,787) 
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BEFORE THE ARIZONA (#@I@HVWOMMIoilivI* 

2008 HAY - 1 A Io! 21 COMMISSIONERS 

MIKE GLEASON, Chairman 
WILLIAM A. MUNDELL 

KRISTIN K. MAYES 
JEFF HATCH-MILLER 

A2 CORP COMMISSION 
DOCKET CONTROL 

GARY PIERCE 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRIA 
WATER DISTRICT, ANTHEM WATER 
DISTRICT, HAVASU WATER DISTRICT, 
MOHAVE WATER DISTRICT, PARADISE 
VALLEY WATER DISTRICT, SUN CITY WEST 
WATER DISTRICT AND TUBAC WATER 
DISTRICT 

N THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS AGUA FRIA 
WASTEWATER DISTRICT, ANTHEM 
WASTEWATER DISTRICT, AND MOHAVE 
WASTEWATER DISTRICT 

ARIZONA-AMERICAN WATER COMPANY, 

ARIZONA-AMERICAN WATER COMPANY, 

DOCKET NO. W-0 1303A-08- 
W -01 3 U3A-08-0227 

S W-01303A-08-022 7 

Arizona Corporation Commission 
DOCKETED 

MAY 0 1  2000 

DOCKET NO. SW-01303A-08- 

APPLICATION 
OF 

APRIL 30,2008 
ARIZONA-AMERICAN WATER COMPANY 

1. Application. Arizona-American Water Company (“Arizona-American” or the 

‘Company”) is a wholly-owned subsidiary of American Water. Arizona-American hereby 



70 
f 



. 



. 





1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

4RIZO NA-AMERICAN WATER COMPANY. 

I I  

KRISTfN K. MAYES 

GARY PIERCE 

SANDRA KENNEDY 

PAUL NEWMAN 

BOB STUMP 

CHAIRMAN 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURR€NT FAIR 
VALUE OF ITS UTlLlTY P U N T  AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
’OR UTlLITY SERVICE BY ITS AGUA FRfA 
NATER DISTRICT, ANTHEM WATER 
XTRICT, HAVASU WATER DISTRICT, 
VlOHAVE WATER DISTRICT, PARADISE 
JALLEY WATER DtSTRICT, SUN CITY 
NEST WATER DISTRICT AND TUBAC 
NATER DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 
Docket No. W-01303A-08-0227 

i N  ARIZONA CORPORATION, FOR A 
IETERMINATION OF THE CURRENT FAIR 
/ALUE OF ITS UTlLlTY PLANT AND 
)ROPERTY AND FOR INCREASES IN ITS 
WTES AND CHARGES BASED THEREON 
:OR UTiLlTY SERVICE BY ITS AGUA FRIA 
VASTEWATE R DI STRl CT, ANTHEM 
VASTWATER DISTRICT AND MOHAVE 
VASTWATER DISTRICT. 

-1- 

NOTICE OF FILING 
FINAL POST-HEARING 

SCHEDULES 
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The Residential Utility Consumer Office (IIRUCOII) hereby files its Final Post-hearing 

A disk with electronic versions of the Schedules in the above-referenced matter. 

schedules is being provided to the Administrative taw Judge. 

RESPECTFULLY SUBMIlTED this 14'h day of April, 2009. 

--Aw 
Daniel W. Pozefsky 

AN ORIGINAL AND FIFTEEN COPIES 
of the foregoing filed this 14'h day 
of April, 2009 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

COPIES oft he foregoing hand delivered/ 
mailed this 14th day of April, 2009 to: 

Teena Wolfe 
Administrative Law Judge 
Hearing Division 
Arizona Corporation Cornmission 
1200 West Washington 
Phoenix, Arizona 85007 

Janice Alward, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
Arizona Corporation Commission 

l 1200 West Washington ' Phoenix, Arizona 85007 

-2- 

Chief Counsel 

Craig A. Marks, Esq. 
Craig A. Marks, PLC 
10645 N. Tatum Blvd. 

Phoenix, Arizona 85028 
Suite 200-676 

Thomas M. Broderick 
Director, Rates & Regulation 
Arizona-American Water Company 
19820 N. 77th Street, Suite 200 
Phoenix, AZ 85024 



FINAL POST-H-RtNG SCHEDULES 
TEST Y W  PLANT SCIfWLES 

PRIOR TEST YEAR ENDeO OECEMBER 31,aM)I 

Tuban M a r  Disbitt 
Schedule RLMd 

Page 1 of 7 

2 
3 
4 
5 
6 
7 

9 
10 
17 
12 
13 
1 1  
15 
16 
17 
18 
19 
20 
21 
22 
P 
21) 
26 
28 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
?a 
?s 
PO 
41 
42 

43 
44 

a 

3 0 W  
30- 
303600 
303600 
3MtDD 
jwm 
za43w 
m4m 
mom 
3MSCQ 
3a5ocQ 
303000 
310100 
3112W 
311300 
511500 
Jl0100 
330R10 
331DD1 
l l 1 C Q  
331200 
331300 
worn 
3341CQ 
woo 
W O O D  
339700 
339540 
W O 1 W  
3402W 
341100 
341200 
3421wKI 
343000 
344m 
34sm 

346300 
SUBTOTAL 

Mica 

C o h ~ a q k  Fiird 
Difference 

50 
40 

' 5 3 9  
2755 

i1,m 
fa,- 

156 
ea 

lRD,S79 

241.144 
a79 

42.994 sw 
142.420 

88*.097 

272.942 
87.950 

24,189 

ll.6l 
9,435 

17,fSS 

3,418 
8.161 

t. 

u, iw  11.2S61 

11,451 12m029) 
8.436 (6563) 

17,488 113,332) 

3,418 f f , W  
8.181 (1.1621 

2481 

+---=++--=9. : .............. ; ! ................ : -* 



Arizona-Amerelan Water Chmpany 
Docket Nos SW 8 Wa1303A-08M27 
TestYearEndedDeeemberJl, M D 7  

FINAL #XST*IMRINQ SCNEDUIE.5 
TEST YEAR RANT SCHEOULES - CDKI'D 

Y ~ R  EN= PEC~WBW a,. 2w2 
[AI w (cl 

RUG0 
LINE ACCT PLAM PLANT CAEULATED 
No. NO. ACCOUM NAME ADDlYVAUJMrS RETtREMWS ANNUN DEP. 
i ~ 1 0 ~  CrmUamn a - s  s 

Tubac Water Dlstrlct 
Schedule R L M  

Page2of7 

2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
$3 
74 
15 
18 
$7 
i 4  
79 
20 
21 
P 
23 
a, 
25 
28 
27 
28 
29 
30 
ai 
32 
33 
34 
z5 
34 
37 
38 
39 
40 
41 
42 

43 
44 

a 

3WM 
Jan08 
383300 
303100 
3p35w 
303EOO 
304144 
3om 
Z0-0 
341400 
304608 
WBW 
305004 
387000 
3101W 
311200 
3it3W 
31 t500 
328180 
330000 
331001 
331 1w 
33im 
32 1300 
333000 
334708 
3342(18 
335000 
339100 
3 3 m n  
240100 
M o m  
w i w  
3wxm 
34- 
541030 
344m 
?&ow 
3461W 
m o o  

SUB-TOTAL 

28.826 

75.430 

19.290 
270 
614 

2,350 

@) 

TOTAL pclvvl 
VALUE 

$ 567 
2.030 

2d4W 
c.4 
50 

5a9 
2,755 

19.992 
14,m 

I66 
430 

i88.373 

270,S74 
879 

Q.W 
5n5 

i ~ p m  
75.438 

4w44.097 

11.151 
9,435 

'17, (66 

3,418 
5161 

(82.370 

m 
NET PLAM 

.VALUE 
f 567 

2.038 

50 
50 
639 

2,755 
15.329 
6d13 

m , ~ i i  

83 
d06 

34,608 

158,818 
732 

30,705 
SI 

t12.028 
75.876 
630,389 

224254 
84,m0 
643 

24675 



Tubac Water Gishict 
SchedduloRLMS 

P a g e 3 ~ f 7  

, 

LINE A m .  

FINAL posT-Hl3RiNG SCHEDULES 
TEST YEAR RANT SCHEDULES - W N T D  

Y W  ENDED !J€CEMBER 3t.2003 
(c) 

RUCO 
(4 (E9 

P L M  PLANT CALCULATE0 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
I 7  
18 
18 
20 
21 
22 
23 
24 
25 
26 
n 
28 
29 
38 
31 
32 
39 
3.( 
35 
38 
37 
38 
39 
40 
41 
42 

13 
44 

2,510 

1,467 

I. 

TDTAL PLANT 
VALUE 

5 567 

20.414 
50 
60 

5J9 
2,765 

19.Iw2 
1 4 . 0 ~  

1 56 
495 

160,979 

270,574 
679 

e941 
505 

142420 
76,831 

6E? 

234.742 
86,220 
2111 

26,518 

aw.097 

11.451 
9 , W  

17,166 

3,418 
6.167 

ACUJMULATLZ 
DEPRECIATION 
5 

(9 
NET PLANT 

VALUE 
'f $67 

2,- 
20,414 

50 
50 

J33 
2,756 

14.849 
6,736 

79 
392 

0w34 

146.546 
714 

9.882 
361 

t os,722 
75,261 
612,W3 

868 

a,mo 
1922) 

14,718) 

2.100 
a m  

1.391 



FINhL PDST-HE4ARING SCHEDULES 
TEST YEAR P U N T  SCHEDULES - CONTO 

YEAR ENDED DECEMBER31,2CO4 
(c) 

Tubac Water District 
Schedule R L M d  

P W 4 0 r 7  

Amona-Amenran warn &mPany 
-1 NOS SW8 W01303AoBo227 
Test Year Enced O m b e r  31.2007 

(A) (q 
LINE ACCT. PLANT PL4NT -- NO. NO. ACCOUNT NAME ADDTWAINMTS RENREMPITS 

1 3OlWO CXaWhtM s " t  
2 
3 
4 
5 
6 
t 
8 
9 
10 
$ 3  
12 
13 
14 

', 15 
16 
$ 7  
18 
19 
XI 
21 
P 
23 
24 
25 
26 
27 
26 
23 
30 
31 
32 
?3 
34 
35 
36 
37 
UI 
39 
18 
41 
42 

43 
44 

5 ~ 0 0  

N.3UO 

211.428 

216278 

29.108 
%.Sm 
4.801 

41,m 

IO (R ,, . .  . .  
RUCO 

CALCULATED TOTAL PUNT ACCUMULATED NET PLANT 
ANNUAL DEP. VALVE OEPREUATION VPLVE 
s 567 s - s  567 

2.W8 
28,4t4 

50 
50 

J59 
2.756 

1,292 
14,808 

156 
4% 

?86$79 

268.526 
879 

4Zes.i 
s.aB-5 

142.420 
7m29S 
884,087 
216,im 

323.850 
84.123 

8336 
6E,011 

11,651 
S W 5  

17,168 

w 1 a  
8.164 

2,461 

2P30 
20.414 

5a 
50 
539 

2,755 
19.664 
5353 

78 
378 

glm 

135.0% 
677 

27,053 
53.841 

107,414 
282539 
595,SC 
21 4,W5 

2 f f z 3  
66.- 
CE51 

64.w.4 

8.284 
IZeOsl 
(g*oloI 

1.965 
6.162 



f u b a c m k r  DiSpct 
Schedule RtM-3 

Page 5 of 7 
FINAL POST-HE4RING SCHEDULES 

TEST YEPR PLANTSCHEDULES* GONT'D 
YEAR END53 DECEMeER 31,2005 
(A3 [B) (t) (0) (E) (F) 

RUED 

2 
3 
4 
5 
6 
7 
e 
9 

10 
11 
12 
13 
14 
15 
18 
17 
16 
19 
20 
21 
P 
23 
24 
25 
26 
27 
28 
29 
30 
31 
n 
u 
34 
35 
38 n 
38 
38 
40 
41 
42 

43 
A4 

0,574741 

2,030 
20,414 

50 
50 
539 

2,755 
25.m 
14.008 

156 
4 8  

188879 

2,1130 
24414 

5a 

53.9 
2.755 

19,057 
5im 

72 
364 

81,885 

(2.1551 (2.4091 

- _  

r4.549 66774 

1.789 

(137) 
w9 

0.647 1.W 9.881 
9,435 114.1 at) ( 4 . W  

77.760 (30.46fJ 1133ai) 

3.418 
8.161 



Arizwra-Ammian Water. Company 

Test Year Ended Oecember.31,.2007 
~ o o k t  N O S . . S W B W I ~ W B ~ ~ ~ ~  

LINE ACCT 
NO. NO. -- 
i m a a o  

w o a a  2 
3 
4 
5 
6 
7 
8 
9 

I O  
11 
12 
13 

15 
16 
17 

19 
2(1 
Zj 
22 
23 

25 
28 
n 
28 
29 
30 
31 
Y 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

43 
44 

i a  

la 

21  

. .  

T u b  Water,District 

P a g C B o t 7  
.%hedUiR RLM-3 

FINAL WST-HE4RINQ SCHEDULES 
TESTYBR PLANT SCHEDWLES- CONTO 

YEAR ENDED D€CmBER 51,- 

(AI (e) (GI m (Q (0 
RUG0 

PLANl M C n L C U W  T O T A L P M  ACCUMULATE3 NET,PLANT 
ACWUNT.NAME AO(TrSIACJMTS RETIREMENTS ANNUAL OW. VNWE OEPRECIAT1ON VACUE 

s - s  - 5  - 5  L%7 I f 567 

3,576 

345.437 
1.951 

10'1.182 
1,868 

1sl.BB1 

PA73  
199 

5.657 
204 

2030 
20.414 

50 
50 
422 

2755 
2c1.292 
1hWS 

156 
4ea 

180.978 

274,528 
879 

388.431 
6.856 

151,203 
385,ffi4 
W 4 W  
337,348 

388,216 
94.876 
16.856 
70.szl 

6266 
&762 

f7.166 

7.784 
1,605 1.695 
I2.901 5.6% 

2481 11.441 I mo 



Arizma-AmErcian Water Company 

Test Year Ended DeeEmber31,2007 
DOCM NOS SW8 W.01303A-0&0227 

2 
3 
4 
5 
B 
7 
8 
9 
?D 
11 
12 
13 
11 
14 
16 
17 
f 8  
19 
20 
21 
22 
23 
24 
25 
26 n 
28 
zr) 
30 
31 
32 
33 
34 
35 
38 
37 

39 
40 
41 
42 

43 
46 

38 

3tlm 2.m 
20.414 

50 
50 

422 
2755 
m.=2 
14,808 

156 
45a 

278951 
4 . w  

281,lfO 
879 -m 

55.863 
151.203 
3Ol.*22 
874.446 
=.%e4 

2024 
20,414 

90 
90 

w 
27= 

17.1143 
5,QW 

65 
536 

m32w 
303300 
303400 
303500 
363600 
MI100 
3MZM 
3ouM1 
3ouw 
3WWO 
3 W O  
3Dswo 
307oao 
310100 
31 IZW 
3!1300 
31 15(NI 
3201QQ 
33WMI 
331001 
337100 
331200 
3 3 W O  
333000 

.334100 
-0 
U M O O  
339700 
3395m 
340100 
340200 
3 4 4 m  
341m 
342w 
wm 
3 4 m  
3 4 m  
3461W 
346300 

BLBTOTAL 

l t? 

57.872 
4.032 
6,565 

128pD6 
4 B 2  

123.728 
540 

363,466 
m9,@34 
1Q.W 
275.673 
554,C52 
372846 

31)[1,998 
87.w 
79.9113 
m.912 

6.611) 

407.618 
88.063 
20328 
78,367 

5.653 
7.3% 

*?.Ea 

11,Prz 

36.835 I 1  
7,649 (2672) 

1,695 
12aw 

1.M 
11.986 







a 
0 + 
(I 

U Y 
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._ a 

W 

0 0 

z 
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E 
3 
0 

k" - m 
0 
I- 
+a 

co 
0 r ! 
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ARIZONA-AMERICAN WATER COMPANY, INC. - PARADISE VALLEY DISTRICT 
Docket No. WS-01303A-05-0405 
Test Year Ended December 31,2004 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

Schedule JJD-2 

LINE ACCT. 
No. No. DESCRIPTION 

PLANT IN SERVICE: 

P I  
COMPANY 
AS FILED 

PI A [Dl [El Fl [I1 
STAFF 

ADJUSTED 
Plant-not used Plant-Fire Safety Accum. Depreciat. Work. Capital Work.Capital 

ADJ#1 ADJ#P ADJ#J ADJW 

1 
2 
6 
8 
9 
10 
11 
12 
14 
15 
16 
17 
18 
20 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
42 
43 
44 
45 
46 
47 
49 
50 
54 

60 
61 
62 
63 
64 
65 
68 
69 
70 
71 
72 
73 

300000 Property Heid For Future Use 
301000 Organization 
303500 Land 8 Land Rights TO 
304100 Structures 8 Improvements SS 
304200 Structures a Improvements P 
304300 Struct a imp WT 
304400 Struct a imp TO 
304500 Struct 8. Imp AG 
304700 Struct B Imp Store,Shop.Gar 
304800 Struct 8 Imp Misc 
307000 Wells 8. Springs 
31 1200 Pump Equip Electric 
31 1300 Pump Equip Oiesei 
320100 WT Equip Non-Media 
330000 Dist Reservoirs a Standpipes 
331 100 TD Mains 4in a Less 
331200 TO Mains 6in to 8in 
331300 TD Mains lo in to 16in 
333000 Services 
334100 Meters 
334200 Meter Installations 
335000 Hydrants 
340100 Office Furniture & Equip 
340200 Comp 8 Periph Equip 
340300 Computer Software 
340500 Other Office Equipment 
341 100 Trans Equip Lt Duty Trks 
341300 Trans Equip Autos 
341400 Trans Equip Other 
343000 Tools.Shop.Garage Equip 
345000 Power Operated Equipment 
346100 Comm Equip Non-Telephone 
346300 Comm Equip Other 

AFUDC Debt 
Total Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service (L59 - L 60) 

DEDUCTIONS: 
Net Contribution in Aid of Construction 
Advances in Aid of Construction (AiAC) 
Customer Deposits 
Meter Advances 
Deferred Income Tax Credits 
Total Deductions 

74 ADDITIONS: 
75 Cash Working Capital Allowance 
76 Prepayments 
77 Supplies Inventory 

Total Additions 

82 Original Cost Rate Base 

$ 138.682 
15,350 
8,324 
7,953 

69,131 
3,038.848 

23,864 
20.130 
93,285 

149.284 
1,252.563 
3,337,081 

59,421 
5.825.149 

912.619 
706,252 

3,974,977 
5.485.424 
2,178,857 

328,579 
103,799 
746,904 

63.817 
99.21 6 

164.275 
25,224 
14,087 
19,307 
13,608 
83.867 

147,066 
290,493 

81,454 
29.478.687 

950 
$ 29,479637 

9.913.869 
$ 19,565,768 

6,486,559 
635.912 

3,500 

1.139.528 
$ 8,265,499 

350,946 

$ 350,946 

$ 11,651,215 

2.788.803 

230.064 

$ (138.682) $ 
15,350 
8,324 
7,953 

69,131 
3.038.848 

23.864 
20,130 
93.285 

149,284 
1.252.563 
3,337,081 

59,421 
5,825,149 

912,619 
706,252 

6,763,780 
5,485.424 

328.579 
103,799 
976,968 
63,617 
99.216 

164,275 
25,224 
14,087 
19,307 
13,606 
83.867 

147,066 
290,493 

81,454 
(1 38.682) 3,018,867 32,358.872 

2,178,857 

950 
- $ -  $ -  $ 32,359,822 

107.315 10,021,184 
$ 22,338.638 

$ (138.682) $ 3.018.867 $ 

$ (138,682) $ 3,018.867 $ (107,315) 

6,486,559 
635,912 

3,500 

1,139,528 
8.265.499 

(90,286) (168.133) 92,527 

(90.286) (168.133) 92,527 

$ (138,682) $ 3,018,867 $ (107,315) $ (90.286) $ (168.133) $ 14,165,666 

ADJ# References: 
1 ' Plant Held For Future Use Schedule JJD-3 

Schedule JJD-4 2 Plant for Public Fire Safety 
Accumulated Depreciation Schedule JJD-5 3 
Working Capital Schedule JJD-6 4 

5 Working Capital Schedule JJD-7 
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